
Economic Expansion in 1965 

I N 1965, the American economy set 
records in production, sales, employ
ment, income, and living standards, 
as the expansion that started in early 
1961 was extended for the fifth year 
in a row. Most broad measures of 
economic activity showed impressive 
gains, which exceeded even the large 
advances of 1964 and surpassed by a 
wide margin the expectations for 1965 
held early in the year by most business
men and economic forecasters. De
mand increased in most final markets 
and was especiaUy strong for business 
fixed investment and consumption ex
penditures, notably durable goods. 

Within the year, the advance in total 
output and sales was uninterrupted 
but somewhat irregular. In the early 
months of 1965, increases were un
usuaUy large as the economy recovered 
from the depressing effects of the auto
mobUe strikes of late 1964. Gains 
moderated in the spring months but 
accelerated after midyear under the 
influence of sharply rising capital out
lays, the cut in excise taxes, the increase 
in Social Security payments in early 
fall, and particularly the step-up in 
defense expenditures that resulted from 
the increase in the fighting in Vietnam. 

Prices rose somewhat more from 
1964 to 1965 than in the other years of 
the current expansion, but for the year 
as a whole, the rise over 1964, as in-; 
dicated by the comprehensive GNP 
deflator, could stiU be characterized as 
moderate. The most prominent price 
increases occurred in the fiirst half of 
the year, for farm products and for 
food products at both wholesale and 
retaU levels. Wholesale industrial 
prices rose in each quarter of 1965 

and for the first time since 1959 showed 
a modest but noticeable increase for 
the fuU year; consumer prices rose 
somewhat more in 1965 than the year 
before. The cost of credit also moved 
up as the demand for borrowed funds 

Table 1.—Key E c o n o m i c Measures , 1962-65 
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Personal consumption expendi

tures bil. $.. 
Gross private domestic invest

ment bil. $.. 
Net exports ot goods and serv
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bil. $. . 
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355.1 
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Personal income do 
Disposable personal income 

bil. $., 
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1957-59=100.. 
Steel ingot production 

mil. tons.. 
Motor vehicles, factory sales 

thous. un i t s . . 

Employees in nonfarm establish
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Consumer prices...1957-59=100.. 
Wholesale prices . . .do 

Loans and Investments ot com
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outstanding, end of period 
bil. $., 
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86.0 

5.9 
117.1.122.6 
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105.4 
100.6 

228.3 

48.0 

550.0 

481.1 

341.0 
68.1 
82.0 

464.8 

403.8 

380.6 

246.4 

7,334 

39.2 
62.8 

1,582 

417.3 

124.3 

109.3 

9,100 

56,602 
4,166 

106.7 
100.3 

246.5 

63.7 

628.7 

92.9 

8.6 
128.4 

677.6 

514.4 

365.3 
64.5 
84.6 

495.0 

435.8 

406.5 

261.6 

7,617 

44.8 
66.8 

1,630 

446.6 

132.3 

127.1 

9,292 

675.6 

428.5 

104.9 

7.2 
135.0 

609.0 

654.6 

391.9 
73.1 
89.6 

530.7 

466.3 

428.1 

282.7 

8,763 

51.8 
68.1 

1,481 

483.6 

143.3 

131.2 

11,064 

58,156 
3,876 

108.1 
100.5 

267.2 

59.4 

60, 432 
3,456 

109.8 
102.5 

294.0 

2 66.0 

1 Preliminary, 
2 End of November. 
Source: Automobile Manufacturers Association, Ameri

can Iron and Steel Institute, and U.S. Government. 

advanced even more rapidly than the 
substantiaUy increased supply of credit. 

Although the Nation's capacity to 
produce was considerably enlarged in 
1965, the rise in output was stiU greater, 
and the gap between potential and ac
tual output was lower than at any other 
time in the current expansion. Despite 
a large increase in the labor force, em
ployment rose even more; unemploy
ment declined steadily, and by yearend 
was close to the Administration's in
terim goal of a 4-percent unemploy
ment rate. Unemployment rates were 
stUl high for teenagers and Negroes, but 
toward the end of the year, labor short
ages were not uncommon in some occu
pations and industries. Even though 
businessmen made record capital out
lays to expand and modernize their 
plant facilities, the utUization of manu
facturing capacity increased and for the 
full year was about as high as it was in 
1955. 

Perhaps the outstanding develop
ment in 1965 was the change in the 
economic climate that emerged around 
the end of the year. It reflected the 
buoyant state of demand, the prospec
tive large increases in spending, partic
ularly for defense, and the growing pinch 
on resources. I t was a dramatic shift 
from the spring months, when there was 
a widespread belief that the expansion 
might be slowing down. As the year 
came to a close, a basic question was 
whether the Nation's capacity to pro
duce could accommodate the antici
pated increase in aggregate demand 
with the moderate price increases that 
have thus far distinguished the 5-year 
expansion. 
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Government policies 

Economic activity during the year 
was influenced in many different ways— 
apart from the rise in defense programs 
late in the year—by Government 
poUcies adopted both during and before 
1965. The 1964 reduction in personal 
and corporate income taxes continued 
to stimulate personal consumption ex
penditiu'es and business spending on 
new plant and equipment, and the cut 
in corporate taxes at the beginning of 
1965 provided a further stimulus . to 
business investment. The reduction 
in excise taxes around midyear lowered 
prices on a vride variety of consumer 
goods and provided an additional fiUip 
to consumer spending. Personal in
come was directly increased by the rise 
in Social Security benefits. Some of 
the rise in employment, notably among 
teenagers, was a reflection of special 
Government programs associated with' 
the war on poverty. Under the wage 
and price guideUnes, the Government 
increased pressures against excessive 
wage and price increases in particular 
industries. A signiflcant part of the 
reduction in the balance of pajmients 
deficit was a result of the Administra
tion's voluntary program aimed at 
lowering private capital outflows. 

The Federal Reserve permitted a 
record expansion in bank credit in 1965 
but exerted moderate pressiu-e on bank 
reserves during the year. In Decem
ber, Reserve authorities raised the 
discount rate by one-half of 1 percent 
and permitted member commercial 
banks to pay up to 5K percent on time 
deposits held more than 30 days. 

Yearend P o s i t i o n a n d Outlook 

Total production and sales showed a 
large increase in the closing months of 
the. year. According to preliminary 
data, fourth quarter G N P was up $13 
bilUon (annual rate) over the third 
quarter. Among the major markets, 
the most noteworthy development was 
the large advance in government pur
chases—more than $4 biUion—about 
half of which represented increased out
lays for defense, particularly military 

pay. 

Personal consumption expenditures 
continued their vigorous rise -with a 
fourth quarter gain of about $7M ^^-
lion; the change in durable goods, pur
chases, however, was very smaU. The 
strong expansion in business fixed 
investment continued with an increase 
of almost $2 biUion, but investment in 
residential structures edged down for 
the second successive quarter. 

Activity rose rapidly throughout the 
fourth quarter. I n December, per
sonal income increased by $4:% biUion 
over November and reached a season
aUy adjusted annual rate of more than 
$550 biUion. PayroUs rose in most 
industries as employment and rates of 
pay increased; hours of work continued 
unchanged at peak postwar levels. 

The December rise in employment in 
nonfarm establishments was close to 
400,000, after seasonal adjustment, two-
thirds larger than the average monthly 
increase since December 1964. Un
employment showed another improve
ment, and the unemployment rate feU 
to 4.1 percent of the labor force. The 
unemployment rate for married men, 
at 1.8 percent, was the lowest since 
1953. 

Industr ial ' production in December 
increased over a broad range of indus

tries and on an overaU basis rose almost 
VA percent, after seasonal adjustment. 
One feature of the month was the pickup 
in steel output after 4 straight months 
of decline. The steel industry seems 
to be preparing for a resurgence of steel 
demand- in the near futuj:e and is 
apparently bmlding up its own inven
tories. Stocks of steel held by steel 
consumers have been cut sharply since 
September; with consumption moving 
higher, the inventory adjustment by 
steel users seems to be moving rapidly 
toward completion. 

Holiday trade appeared to be very 
buoyant, and retaU sales showed a 
good-sized increase over November, 
according to advance reports. 

Wholesale prices in December rose 
0.6 percent over November because of 
large increases in the prices of farm and 
food products. Industrial prices were 
imchanged over the month. 

Outlook for 1966 

At no other time since the start of 
the expansion did prospects for rising 
output in the year ahead appear so 
certain as they did at the end of 1965. 
With a resolution of the Vietnam con-

(Continued on page IS) 
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National Income and Product in 1965 

V T R O S S national product rose $47 
biUion or 7% percent in 1965 to a total 
of $675K bUlion. This vigorous ad
vance was one of the largest on record 
and brought the Nation's economic 
expansion since the last recession to 5 
years, the longest since the end of 
World War II . Despite the large 
increase in demand, prices rose only 
1% percent, sUghtly more than the 
advance in 1964 and other recent years. 
The increase in the physical volume of 
production was 5K percent, better ^ a n 
the previous year's gain of 5 percent and 
considerably above the postwar average 
annual growth rate. 

Last year's advance in real output 
was exceeded in only 5 other postwar 
years—1950, 1951, 1955, 1959, and 
1962. Except for 1951, the large gains 
in output in these years reflected the 
sharp expansion typical of recoveries 
from business recessions. In 1951, out
put was boosted by very heavy defense 
expenditures associated with the 
Korean war. In contrast, the 1965 
advance foUowed a long period of 
expansion, and production for the fuU 
year was Uttle affected by expanding 
mUitary outlays. 

Within the year, the largest increases 
in GNP came in the first and fourth 
quarters, although advances in the 
other quarters were also sizable. In 
the first quarter, GNP rose, by the 
unusually large amount of $16K bilUon 
at a seasonaUy adjusted annual rate, 
mainly because automobUe sales and 
production made a strong recovery 
from the auto strikes in the fourth 
quarter of 1964. The above-average 
rise in fourth quarter output stemmed 
from an acceleration in defense spend-

iog superimposed upon continuing large 
gains in consumer spending and busi
ness fixed investment. 
Private spending dominates advance 

Most major GNP categories rose 
substantiaUy in 1965. The relative rise 
in business investment was the sharpest; 
the rise in consumption about equaled 
the overaU rate of advance in GNP, 
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and the rise in Government spending 
fell somewhat below the overall advance 
in production (chart 2). 

Last year, Uke 1964, was a year of 
buoyant consumer demand. Consumer 
expenditures for aU major categories of 
goods and services, especiaUy autos 
and food, rose substantiaUy, and the 
total increased. $29K biUion to a record 
$428K biUion. The 7M-percent increase 
over 1964 exceeded the relative gain in 
disposable personal income and the 
saving rate feU. 

Outlays for new capacity, replace
ment, and cost-cutting raised business 
fixed investment $9^ bUUon or 15K 
percent to an annual total of $69% 
biUion. The share of real GNP devoted 
to such investment was lOK percent, 
the highest since 1957. Outlays for 
both equipment and structures increased 
substantiaUy and investment rose siz-
ably in each quarter. 

With further decUnes in apartment 
house buUding and little change in 
single famUy home construction, expend
iture on residential structures, at 
$27 Ĵ  biUion, was virtually unchanged 
from 1964 in current doUars and lower 
in real terms. Residential investment 
increased moderately during the first 
half of 1965 but decUned during the 
second. 

Nonfarm inventory investment in 
1965 was $7 bUlion, a rise of $1% 
bUlion over 1964. The peak in in
ventory accumulation was reached in 
the first quarter, when special factors 
helped boost accumulation to an annual 
rate of over $9 bilUon. Inventory 
buying tended to slacken thereafter, 
ranging from $6 biUion to $7 bUlion. 
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Farm inventories showed a smaU in
crease in 1965 after a decline in 1964. 

Imports rose more than exports in 
1965, and net exports, at $7}i biUion, 
were off $1K biUion from the 1964 pace. 
Because of the dock strikes, imports 
and especially exports feU during the 
first quarter of 1965. Both made strong 
recoveries in the spring and, after 
changiog little in the summer, rose 
again in the fiaal quarter. 

An increase in nondefense spending 
was responsible for last year's $1^ 
biUion rise in Federal Government pur
chases of goods and services, which 
totaled $66^^ biUion. From 1964 to 
1965, defense purchases were un
changed, even though miUtary spending 
moved up in the last quarter of 1965. 
State and local government purchases, 
continuing their long uptrend, rose 8 
percent or $5 biUion to a total of $68K 
biUion. 

Spurt in profits 

National income rose 7% percent to a 
total of $554)^ biUion last year, accord
ing to preliminary data. AU major 
income categories moved up, the largest 
relative gains beuig scored by farm 
income and corporate profits. 

Corporate profits increased $8K bil
Uon, the sharpest calendar-year gain 
since the rise in 1959. Proprietors' 
income increased by $2% biUion; two-
thirds of this reflected a gain in farm 
proprietors' income, attributable mainly 
to the rise in farm prices. Higher 
employment and average annual earn
ings helped boost employee compen
sation $26K biUion. 

Increases in profits and farm pro
prietors' income were most marked in 
the first half of last year. Duruig the 
second half, employee compensation 
accounted for a much larger share of 
the national income rise. 

I n c o m e , C o n s u m p t i o n , and 
Saving 

THE strong advance in economic 
activity in 1965 was accompanied by 
the largest year-to-year absolute in
crease in personal income since World 
War lL The 1965 total of $531 bUlion 
was $36 bUlion or 7^ percent above 

1964. The large flow of income from 
production was boosted by the increase 
of 7 percent in social security benefits 
that began in October after a lump-sum 
disbursement of $885 mUUon in Septem
ber for payments retroactive to January 
1965. Thus, personal transfer pay
ments, which rose $1Ĵ  biUion in 1964, 
were up $2Ĵ  bUlion in 1965. 

As a result of these special factors, 
quarterly movements in personal in
come were not uniform during the year. 
The largest quarterly rise—$11 billion 
at an annual rate—occurred in the third 
quarter, when the retroactive social 
security payments were made. 

Large rise in disposable income 

Because of the underwithholding of 
Federal taxes on personal income in 
1964—the withholduig rate was cut to 
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14 percent as a result of the new law 
even though the 1964 rate for the lowest 
tax bracket was reduced to 16 percent— 
final net settlements early in 1965 were 
higher than normal, and Federal per
sonal taxes rose sharply in the first half 
of the year. A moderate reduction 
foUowed in the second half. For 1965 
as a whole, Federal personal taxes 
totaled $54 bUlion, a rise of $5 bUlion 
over 1964. These taxes took 10.2 
percent of personal income in 1965, a 
slight increase over the 9.8 percent in 
1964. In the immediate pre-tax-cut 
years, 1961-63, the ratios were 10.7, 
11.0, and 11.1 percent respectively 
(charts). 

State and local personal taxes in 1965 
amounted to $11^ biUion, about $1 
bUUon more than in 1964. These taxes 
now take 2.2 percent of personal in
come, having shown a sUghtly rising 
tendency over the past several years; 
in 1961, the ratio was 1.8 percent! 

Because of the large final net settle
ments on Federal taxes in the first half 
of 1965, the advance in disposable 
personal income was somewhat damp
ened. However, the total for the year 
was up Qji percent over 1964 and, at 
$465 biUion, set another record. Real 
per capita disposable personal income— 
which takes into account the growth in 
population and the advance in con
sumer prices—^was 5 percent above 
1964. 

Consumers spend at record rate 

Consumers spent freely on aU types 
of goods and services in 1965, as their 
incomes rose and they made extensive 
use of consumer credit. Even after 
aUowing for the moderately higher 
consumer prices, the rise in real ex
penditures was an impressive 5 percent. 

Auto purchases in 1965 showed the 
sharpest gain among the major ex
penditure groups (chart 4). Unit sales 
to aU categories of buyers posted a new 
record of 9.3 milUon cars, of which 
about 500,000 were imported and 8.8 
miUion were domestically produced. 
The exceUent performance in 1965 
followed a year of strong auto sales; 
8.1 miUion cars were sold in 1964. 

Although auto buying last year re
flected some makeup of sales lost 
because of the auto strikes in October 
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and November of 1964, that was not a 
major factor. In both 1964 and 1965, 
auto purchases reflected the large ex
pansion in after-tax income. After 
May 1965, sales were also boosted by 
the reduction of the auto excise tax 
from 10 to 7 percent. 

Purchases of durable goods other 
than autos and parts—i.e., furniture 
and household equipment, jewelry, 
books, etc.—depend to a large extent 
on changes in iacome, and 1965 was no 
exception. Spending on these items in 
the aggregate was up 6 percent over 
1964, as compared with a 6?^-percent 
rise in disposable personal income. 
Furniture and household equipment 
expenditures rose only 5 percent, re
flecting in part the lag in residential 
housing sales. Spending for the other 
durable goods items increased 9 percent 
over 1964. 

Nondurables reflect income rise 

Throughout the postwar period, con
sumer expenditures for nondurable 
goods, which include the large cate
gories of food and clothing, have moved 
in close relationship to disposable 
income. The 6)2 percent increase in 
spending on nondurable goods in 1965 
was about the same as the rise in 
disposable personal income. 

Food and clothing purchases, which 
comprise 70 percent of total spending 
for nondurable goods, rose Qji and 5% 
percent respectively in 1965; expendi
tures for gasoline and oil rose 4^ 
percent, and outlays for aU other types 
of nondurables, 8% percent. Spend
ing for food and beverages increased 
steadUy throughout the year; partly 
because of higher retaU food prices, 
which advanced by more than 2 percent 
over 1964. In the fourth quarter of 
last year, expenditures for food and 
beverages topped the $100 biUion annual 
rate for the first time, for an average 
per capita outlay of about $520. 

Services continue to grow 

Consumers spent about $175 bilUon 
for services in 1965, an increase of 7K 
percent over 1964. After aUowance 
for the 2}^-percent rise *in service 
prices in 1965, the increase over 1964 
came to 5% percent in real terms. 

Of the major groups of services, 
housing expenditures showed the larg

est current doUar advance in 1965— 
about 9 percent. The increase in ex
penditures for transportation services— 
4 percent—^was much less than the rise 
in disposable personal income; this 
fact reflects the growing use of private. 
automobUes at the expense of pubUc 
transportation. Total expendi tures 
for the other groups of services— 
medical care, personal business, etc.— 
advanced somewhat more than dispos
able income. 

The ratio of expenditures for services 
to disposable personal income was 37K 
percent in 1965. Throughout most of 
the postwar period, consumers have 
devoted an increasing proportion of 
their income to services. By 1960, the 
ratio had reached nearly 37 percent, 
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for the first time exceeding the high of 
36K percent recorded in 1929. Since 
1962, the ratio has fluctuated within a 
narrow range around 37 K percent, 
representing at least a temporary halt 
in the steady rise in the portion of 
income spent on services. 

Personal saving rate lower 

Consumers saved about $25 billion, 
or 5.4 percent, of their disposable per
sonal incomei in 1965. Over the past 
decade, personal saving as a percent of 
disposable personal income has fluc
tuated from a high of 7.0 percent in 
1956 to a low of 4.9 percent m 1960. 
From 1955 to 1964, the average annual 
rate was 6.0 percent (chart 3). In 
1964, the saving rate was at this aver
age; in 1965, the volume of saving as 
weU as the rate of saving was lower 
than in 1964. The saving rate is, in 
part, a function of consumer purchases 
of durable goods, especiaUy autos. 
From 1^64 to 1965, expenditures on 
consumer durable goods rose from 13^ 
percent of disposable income to 14 
percent—an increase only sUghtly less 
than the decline in the saving rate. 
In the fourth quarter of 1964, the drop 
in auto sales due to the strikes in that 
period was a factor in the rise in the 
saving rate to 6.6 percent from the 5.7 
percent in the preceding quarter. Fol
lowing the sharp pickup in auto sales 
in the first half of 1965, the saving rate 
fell to about 5 percent. . Auto sales 
continued at high rates in the second 
half of 1965, and saving remained 
below 6 percent of disposable income. 

Another factor that may have 
affected the saving rate in 1965 was 
the increased flow of income in the 
form of transfer payments, a larger 
proportion of which is probably spent 
than is the case with most other types 
of income, since most of these pay
ments go to low income groups—the 
unemployed and those Uving on social 
security benefits. The abnormaUy 
high income tax settlements in the 
first half of 1965 may also have con
tributed to the reduction in the rate. 

Business Fixed Investment 

Business investment in plant and 
equipment rose substantiaUy through-
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out 1965 and totaled $69?̂  bUUon for 
the year as a whole, $9K bilUon or 
15}i percent above 1964.. This rise, like 
the 11-percent rise from 1963 to 1964, 
outpaced the relative increases in con
sumption and government expendi
tures ; in the earlier years of the current 
expansion, investment about kept pace 
with the' rise in overaU activity. 

Expenditures for both 'producers' 
durable equipment and nonresidential 
structures advanced relatively more 
from 1964 to 1965 than they had the 
previous year. After a modest increase 
in 1964, investment in structures rose 
substantiaUy in 1965 and apparently 
reflected increased emphasis on capacity 
expansion as against replacement and 
modernization. The acceleration oc
curred in expenditures for industrial 
and commercial facUities; in both 1964 
and 1965, public utUity construction 
rose moderately, and farm construction 
declined sUghtly. 

Rising investment during the year 
reflected many influences—steadily in
creasing sales and unfiUed orders, high 
and rising rates of capacity utUization, 
and a large advance in before-tax 
profits. Cash flow also rose, in part 
because of a liberalization of the depre
ciation rules and the second stage of the 
income tax cut. 

Businessmen started the year 1965 
with high investment programs and, in 
the first three quarters of the year, 
spent even more than they had antici
pated. This suggests that the stimu
lants to investment were stronger than 
had been expected earUer. In this 
connection, it may be noted that manu
facturing and trade sales each rose 
about 8 percent from 1964 to 1965; in 
early 1965, businessmen reported ex
pected gains of 5 to 6 percent over 1964. 

The forces stimiUating capital goods 
demand appeared to have lost Uttle or 
none of their strength as 1965 drew to a 
close—-although further increases in 
interest rates may have a restraining in
fluence on some marginal investments. 
Investment in the fourth quarter was at 
a seasonally adjusted annual rate of 
over $73 bilUon, and businessmen in 
virtuaUy every major industry antici
pated further sizable advances through 
at least mid-1966. An exceptionally 
large and growing volume of plant and 

eqmpment projects underway also but
tressed the near-term demand for 
capital goods. 

Investment by industries 

Although the expansion in invest
ment in 1965 was sizable in aU indus
trial sectors, the rise in manufacturing 
was especiaUy large (chart 5). Out
lays for new plant and equipment by 
manufacturers were more than one-
fifth higher in 1965 than in 1964, having 
increased 18 percent in the preceding 
year. Investment by nonmanufactur-
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ing companies as a whole was up by 
more than one-tenth in 1965, about the 
same as the increase in 1964. Among 
the highUghts in the nonmanufacturing 
sector during 1965 were the resurgence 
of capital spending by the airlines and 
the continued large expansion by the 
railroads; these lifted expenditures for 
new plant and equipment by the trans
portation group to one-fifth above the 
1964 total. The utUities and mining 
and communications firms showed in
creases of about 10 percent. 

Within manufacturing, both the du
rable and the nondurable goods groups 
enlarged their capital outlays more than 
20 percent in 1965, with every com
ponent industry contributing to the 
advance. For the heavy goods in
dustries, the rise was about the same as 
in the previous year. Soft goods in
vestment rose somewhat.more in 1965 
than in 1964 largely because of the 
accelerated programs of textile, chem
icals, and rubber producers. These 
three industries, and the motor vehicle, 
nonelectrical machinery, and nonferrous 
metals industries in the durables group, 
aU increased their outlays by 30 per
cent or more in 1965. 

Despite the sizable expansion in 
manufacturers' capital expenditures and 
capacity in 1965, demand was such that 
a rising number of producers in a broad 
range of industries felt that their exist
ing facUities were inadequate. At the 
end of September 1965, manufacturers 
holding about one-half of total gross 
capital assets in manufacturing reported 
that they needed more plant and eqmp
ment facUities to meet their production 
requirements in the next 12 months—as 
compared with 39 percent a year earlier. 

Consistent with this evaluation of 
growing capacity needs was an upward 
trend during the year in the aggregate 
value of new projects started. In 
virtually aU industries, the value of 
"starts" exceeded outlays each quarter; 
this brought about a widespread in
crease in the carryover of expenditures 
yet to be mfede on projects underway. 
On September 30, 1965, manufacturers 
reported a carryover of new investment 
projects of $16.2 biUion, 37 percent 
above the total in September 1964. 
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Resident ia l Cons truc t ion 

Residential buUding was the only 
major component of private domestic 
investment that did not show a real in
crease in 1965. Investment in private 
nonfarm residential structiires, at $27 
biUion in current doUars, changed Uttle 
from 1964; constant doUar expenditures 
were 3 percent lower than in 1964. 
SeasonaUy adjusted outlays rose mod
erately in the first quarter of 1965 and 
slightly further in the second, but de
clined after midyear. On a constant 
doUar basis, fourth quarter 1965 outlays 
were about 10 percent below the peak 
reached at the beginning of 1964. 

The decrease in the real volume of 
housing expenditures reflected a 3-per
cent decline in the number of private 
nonfarm housing starts, which was 
offset by a smaU increase in average 
value per unit. Starts totaled 1.48 
milUon units in 1965, as compared with 
1.53 mUUon the year before and 1.58 
miUion in 1963, the recent peak. 
Average value per unit in 1965 rose 
(after aUowing for the rise in construc
tion costs) because the product mix 
included a greater proportion of single 
famUy homes, which are more costly 
per unit than apartments, and home-
buUders continued to upgrade to the 
larger and more expensive tjrpes of 
single family residences. 

Residential Construction Activity 
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MultifamUy construction declines 

From 1960 . through 1964, smgle 
famUy housing starts remained within 
a fairly narrow range of 945,000 to 
995,000 units per year. . During the 
same period, multifamUy starts more 
than doubled, from a little over 250,000 
units to nearly 600,000 in both 1963 
and 1964. The great rush by buUders 
to capitaUze on the shift toward apart
ment living led to considerable over-
buUding and increased vacancy rates in 
a number of the major metropolitan 
areas in late 1963 and early 1964, which 
marked the peak of the apartment house 
boom. 

In 1965, single family starts were only 
a Uttle under the 1964 total, but 
apartment buUding, although stUl very 
high by past standards, declined nearly 
50,000 units, or more than 7% percent. . 
The decline in apartment house con
struction appears to have been related 
to the continued existence of high 
vacancy rates in those areas where 
multifamUy construction had been es
peciaUy active after 1960. 

Sharp cutback in the West 

There were divergent regional trends 
in the volume of housing starts last 
year. As in 1964, most of the reduction 
in starts occurred in the Western States. 
In this region, starts dropped to 280,000 
units, down nearly one-fourth from the 
1964 total and far below the 430,000 
units started m 1963. The severity 
of the cutback in the West is iUustrated 
by the fact that units begun in 1965 
were nearly one-tenth under the pre
vious low of 310,000 in 1960. 

In both the Northeast and North 
Central regions, where economic activ
ity has been especially buoyant because 
of rising durable goods production, 
starts rose about 25,000 units, or 9 
percent and 7 percent respectively. 
The gain in the North Central region 
was the fourth successive annual rise 
and boosted starts more than one-third 
from their recent low in 1961. In the 
South, the region vdth the largest 
number of units begun, starts held close 
to 570,000 units for the third straight 
year. 

I CHART 7 
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Rise in mortgage rates at yearend 

Funds for home construction and 
purchase were generaUy ample in 1965, 
as they were in the previous years of 
the current expansion. After midyear, 
yields on FHA mortgages began to edge 
up, but interest rates on conventional 
mortgages continued to be stable. 
FoUowing the increase in the discoxmt 
rate early in December, interest rates 
on mortgages rose considerably and the 
financing of housing appeared less 
favorable than at any other time in the 
past 5 years. 

Inventory I n v e s t m e n t 

Apart from the early recovery period, 
the behavior of inventories during the 
economic expansion of the 1960's has 
been quite different from that in pre
vious postwar expansions. In the pre
vious expansions, stocks tended to 
increase relative to production after 
the first year or year and a half of the 
overaU economic advance. In con
trast, since the end of the early re
covery phase in late 1961-early 1962, 
the level of inventories has shown 
comparatively Uttle change in relation 
to total output. Last year was no 
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exception even though inventory accu
mulation was somewhat higher than 
in the other years of the current 
expansion. Through the end of 1965 
the ratio of nonfarm stocks to GNP 
(based on constant doUars) held fairly 
close to the 21)̂  percent ratio that has 
prevailed since the fourth quarter of 
1961. Moreover, with few exceptions, 
stocks in individual industries have not 
appeared excessive in relation to sales. 

Durable goods increase 

Investment in nonfarm inventories 
totaled about $7 biUion last year as 
compared with a rate of $5K biUion in 
1964. Manufacturing and trade firms 
in durable goods accounted for most 
of last year's accumulation and for all 
of the increase in accumulation from 
1964 to 1965. Inventory investment 
in nondurable lines decreased from 
1964 to 1965. . 

As compared \rith 1964, there was a 
modest rise last year in accumulation 
by durable goods manufacturers; this 
reflected primarily increased produc
tion requirements in a broad range of 
metal-fabricating industries. Accumu
lation by trade firms^notably re
tailers—in durable goods Unes also 
increased from 1964 to 1965. Much 
of this advance was accounted for by 
automotive dealers whose stocks at 

I CHART 8 
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yearend appeared high in relation to 
sales, judged by the experience of recent 
years. 

Accumulation at peak in first quarter 

Inventory investment (nonfarm) 
showed considerable variation during 
1965. It surged to a seasonaUy ad
justed annual rate of $9 biUion in the 
opening quarter of last year, after a 
substantial increase toward the end of 
1964, and decUned to a range of $6 
biUion to $7 bilUon in the remaining 
quarters of 1965. 

Special factors were responsible for 
the bulge in inventory buying early in 
1965; their disappearance helped to 
moderate the pace of accumulation later 
on. In the first and second quarters of 
last year, auto dealers replenished their 
inventories after the depletion caused 

• by strikes in the final quarter of 1964. 
The dockworkers' strike had the» effect 
in the first quarter of temporarily build
ing up inventories of goods that nor
maUy woiUd have been shipped out. 

Steel stocks showed a considerable 
swing during 1965. Late in 1964, steel 
consumers and warehouses began to 
bvdld up their stocks as a hedge against 
the possibility of a strike in the steel 
industry. Accumulation continued 
through the third quarter of 1965 but 
gave way to liquidation in the final 
quarter after agreement was reached on 
a new labor contract in September. 

G o v e r n m e n t Expenditures and 
Rece ipts 

TOTAL government purchases of goods 
and services increased $02 biUion from 
1964 to 1965. State and local purchases 
again accounted for the bulk of the 
rise; Federal purchases, which rose 
only modestly for the fuU year, began 
to show the impact of Vietnam in the 
second haU of 1965. 

Total expenditures by aU levels of 
government, including transfer pay
ments, subsidies, and interest, as weU 
as purchases, rose $10K bUlion. 

Tax receipts and social insurance 
contributions moved up sharply as 
rising business activity lifted tax bases: 
Federal receipts rose $9K bUlion, in 
spite of the important tax cuts, and 
State and local government receipts 
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(exclusive of Federal grants-in-aid) were 
up $02 biUion. 

Shift in Federal fiscal position 
These movements in expenditures 

and receipts resulted in a sharp improve
ment in the Federal fiscal position: 
For State and local governments, the 
excess of receipts over expenditures 
was unchanged from a year earUer. 

Because of the marked changes in 
Federal tax and expenditure patterns 
during the course of 1965, semiannual 
comparisons are more reveaUng than 
annual comparisons about the major 
shifts in the Federal fiscal position. 
In the first half of 1965, Federal ex
penditures were almost $2^ biUion 
higher (annual rate) than in the pre
ceding half-year. Federal receipts over 
the same period rose nearly $8K bUUon. 
These changes gave rise to a surplus of 
over $3% biUion, as compared ivith a 
deficit of $2% biUion in the second half 
of 1964. 

In the latter half of 1965, however, 
expenditures spurted by $6 bilUon 
(annual rate), reflecting mainly the 
step-up in defense outlays and the 
expanded volume of transfer payments 
under the Social Security Amendments 
of 1965. Receipts were virtually un
changed from the flrst half so that on 

Federal Government Receipts 
and Expenditures 
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balance a deficit of $2^ biUion (annual 
rate) was incurred. 

Small rise in Federal purchases 

Since 1962, changes in Federal pur
chases of goods and services have been 
relatively smaU. Federal fiscal poUcy 
has been aimed at stimulating private 
demand, primarUy through tax reduc
tion; on the expenditure side, new 
programs have been concentrated in 
increased transfer payments and grants-
in-aid. 

In 1965, Federal purchases reached 
$66% biUion, an increase of nearly $1K 
bUUon over the previous year. Meas
ured on a year-to-year basis, non-
defense pm-chases accounted for the 
entire increase and reflected a $1 biUion 
rise in outlays for the space program 
and smaU increases in other nondefense 

•programs.' 

Renewed advance in defense outlays 
Although national defense outlays, 

which constitute the bulk of Federal 
purchases, showed no change on an 
annual basis from 1964 to 1965, there 
was a marked shift in the pattern of 
these purchases Avithin the period, as 
chart 10 Ulustrates. 

Defense expenditures declined ap
preciably m the latter half of 1964 and 
remained at this lower level in the 
opening half of last year.. In the 
second half of 1965, defense spending 
was accelerated under the impetus of 
the increasing American commitment 
in Vietnam. Outlays for payroUs, am-
rnunition, fuel, and suppUes moved up 
rapidly.' MUitary strength rose nearly 
100,000 in the second half of the year. 
In addition, total mUitary - compensa
tion was increased appreciably by a 
general pay raise for mUitary personnel 
and by an extension of combat pay 
eligibUity. 

Expenditures for major hard goods 
categories—missUes, aircraft, and 
ships—^did not show simUar increases, 
because the Vietnam conflict has been 
fought mostly from stocks on hand. 
However, new orders for defense prod
ucts have been advancing sharply in 
recent months. 

Social security benefits increase 

Federal transfer pa5rments increased 
over $2 bUlion last year as compared 
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with a rise of about $% bUlion in the 
previous year. Enactment of the wide-
ranging Social Security Amendments of 
1965 in July increased benefit payments 
for 20 mUUon persons by 7 percent. 
The higher payments were made retro
active to January, and a lump-sum 
disbursement was made in September, 
swelling transfers and personal income 
in the third quarter. By the fourth 
quarter, total transfers to persons were 
at an annual rate of nearly $30K biUion. 

Grants-in-aid to State and local 
governments advanced about $1 bUlion 
in 1965. Most of this rise was in new 
or expanded programs associated with 
economic opportunity and education. 
Highway and public assistance pro
grams, which had been major elements 
in the rise of recent years, showed little 
change. 

Interest payments moved up with 
rising Treasury bUl rates and some 
expansion in outstanding debt. Other 
Federal expenditures—subsidies and 
foreign transfers—were stable. 

9 
Federal receipts up $9V^ billion 

Federal Purchases of 
Goods and Services 

Vietnam war reverses trend in 
defense purchases 
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The sharpness of the advance in 
Federal receipts last year reflected the 
powerful revenue-generating capacity 
of the Federal tax structure under 
conditions approaching fuU employ
ment. Federal revenues rose to $124 
bUUon, about $9K biUion above the 
preceding year. This occurred despite 
the second stage of the 1964 cut in 
corporate income tax rates, which 
became effective at the opening of the 
year, and the cut in excise taxes in June. 

Personal tax and nontax payments 
. accounted for over $5 biUion of the 

total increase in revenues. Withheld 
taxes advanced sharply through 1965, 
in line with the large gains in wages 
and salaries. The second stage of the 
personal tax reduction lowered tax 
UabUities— f̂rom the 1964 schedule of 
16-77 percent to 14-70 percent—but 
did not affect the statutory withholding 
rate, which remained at the 1964 level. 
As a result, tax payments approximated 
tax liabUities more closely in 1965 than 
in 1964 when substantial undeirwith-
holding was evident. . 

The 1964 underwithholding gave rise 
to unusuaUy high net final settlements 
(on 1964 tax liabiUties), which tempo
rarUy accelerated personal tax pay
ments in the first half of 1965. This 
abnormal element tapered off in the 
latter half of the year, and nonwithheld 
taxes and refunds resumed a more 
normal pattern. The change of pace in 
personal tax payments from the first to 
the second half of the year contributed 
to the sharp turnabout in the overaU 
fiscal position. 

With corporate profits advancing by 
$8K bilUon, corporation income taxes 
rose about $2 biUion last year. The tax 
rise did not keep pace with the advance 
in profits because the surtax rate on 
corporate profits above $25,000 was 
reduced from 50 percent to 48 percent. 

Cut in excise taxes 

Last year's cut in excise taxes pro
vided a good example of the abiUty of a 
rapidly expanding economy to offset 
rate reductions. Indirect business taxes 
rose more than $K bilUon above the 
1964 level, notwithstanding a cut in 
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excise taxes at midyear. These taxes, 
which had risen about $% biUion in each 
of the previous 2 years, would probably 
have risen by weU over $1 bUUon last 
year if excise taxes had not been cut. 
In addition to the tax cut reaUzed last 
year, the Excise Tax Reduction Act of 
1965 caUed for reductions of $1.7 
biUion in 1966. However, if Congress 
approves the recent Administration 
proposal to restore temporarUy the 
levies on new cars and on telephone 
service to the pre-January 1, 1966, 
levels, the $1.7 biUion reduction 
originaUy indicated for 1966 wiU be 
lowered about $1 biUion. 

The remaining major, category of 
Federal receipts, contributions for social 
insurance, was up $1K biUion as a 
result of higher earnings and employ
ment. A much larger increase—over 
$6 bUlion—is expected this year, pri
marUy because of the 1965 Social 
Security Amendments. About $5K 
biUion of this rise wUl resiUt from the 
increase in the combined (employee-
employer) tax rate from 7.25 to 8.4 
percent and from the advance from 
$4,800 to $6,600 in maximum earnings 
subject to tax. Part of the tax rise is 
earmarked for the new hospital in
surance program. In addition, starting 
July 1, social insm-ance contributions 
vsdU be enlarged by payments from 
persons electing to participate in the 
supplemental medical insurance plan 
at a cost of $3 per month. 

State and local outlays continue up
trend 

State and local governments contin
ued to be a potent market force, gen
erating $68K bUlion in purchases of 
goods and services last year, almost 
$5% biUion more than in 1964. About 
two-thirds of last year's advance cen
tered in employee compensation, mainly 
school payrolls. Public education em
ployment rose by about 7 percent, and 
average pay also edged upward. Com
pensation in other areas continued to 
rise, reflecting the expanding level of 
government activity and higher average 
earnings. 

Outlays by State and local govern
ments for construction, which comprise 
more than one-quarter of total pur
chases, were up $% bUUon, somewhat 
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less than increases in earUer years. 
The advances, though relatively smaU, 
were widely distributed among most 
major types of construction, for examr 
pie, schools, highways, and sewers. 

Further rise in State and local receipts 

Total receipts of State and local 
governments again exceeded expendi
tures, and amounted to more than $74 
biUion, a rise of $5K bUUon over the 
preceding year. The surplus on in
come and product account came to 
$1^ bUUon, about the same as in 1964. 
The large pension trust funds of these 
governments show substantial surpluses; 
if these funds were excluded from the 
consolidated accounts, a deficit position 
would be indicated for aU other govern
ment activities. Most State and local 
governments rely on the relatively 
inflexible property tax for the major 
share of their receipts and operate 
under stringent borrowing restrictions— 
expUcit voter approval is frequently 
required—and they are hard pressed to 
meet the demands stemming from 
rapidly growing community needs. 

Indirect business taxes were responsi
ble for about $3)̂  biUion of the rise in 
revenues, reflecting the brisk rate of 
economic activity as weU as new and 
higher taxes. Many states adopted 
new sales taxes or raised previous rates. 
Increased State levies on cigarettes.and 
gasoline were also evident. In addi
tion, a groiving number of local govern
ments are coUecting general sales taxes. 
The advance in these State and local 
taxes was especially marked in the 
second half of the year and served as a 
partial offset to the reductions in Fed
eral taxes. Local property taxes, the 
principal revenue source of these gov
ernments, continued to push upward. 

Personal taxes, which rose about 
$1 biUion, reflected the advance in in
come and increases in tax rates on 
earnings in a number of states. 

Gross Nat iona l Product by 
Major Type of Product 

Last year's expansion in markets 
brought large increases in the produc
tion of all major types of products. In 
current doUars, production of durable 
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goods rose lOĴ  percent as compared 
with increases ranging from 6 to 7% 
percent for other types of products— 
nondurable goods, services, and struc
tures. The contrast was even more 
marked in terms of real output: 10^ 
percent for durables—the same as the 
current doUar rise—as against increases 
of approximately 4 percent for the 
others. 

The 1965 rise in durable goods pro
duction reflected large increases in 
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demand by consumers and business, 
but government purchases of hard 
goods were unchanged from a year 
earlier. The relative stabUity in the 
prices of durable goods in the face of 
heavy demand was due in part to the 
fact that the major share of last year's 
excise tax cut on durables was passed 
on in lower prices. 

Increased business and government 
spending resulted in a 7K-percent rise 
in outlays for structures last year. In 
terms of physical volume, the gain was 
4% percent. In both current and con
stant doUars, last year's rate of gain 
exceeded that of the previous 2 years. 

The 6-percent rise in the production 
of nondurable goods was the largest 
relative increase since 1951. However, 
the 1965 rise in prices of nondurables— 
2 percent—was twice as high as in 
other recent years, mainly because of 

iCHART 12 
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higher meat prices. In real terms, the 
4-percent increase last year was little 
diflferent from the previous year. 

Increases in consumer expenditures 
for services and in government pay
roUs were reflected in a 7-percent rise 
in service output or 4% percent in real 
terms. The 1965 gain in service output 
was moderately less than in 1964. 

N a t i o n a l I n c o m e 

The rise in durable goods production 
played a key role in last year's $40 
biUion or 7?̂  percent increase in national 
income. From 1964 to 1965, income 
originating in durable goods manu
facturing rose llYi percent—and ac
counted for one-fourth of the rise in 
total income. Last year's advance in 
income originating in agriculture, Avhich 
was due mainly to the spurt in farm 
prices, was also weU above average. 

The 1965 advance in production was 
also reflected in widespread increases 
among the various distributive shares. 
The sharpest gains were in corporate 
profits and farm proprietors' income. 
Employee compensation rose at a some
what slower pace than the total 
(chart 11). 

Advances in farm proprietors' in
come and corporate profits were most 
marked in the first half of the year. 
Beginning with the summer, the con
tribution of these income shares to 
the advance in total income tapered, 
and gains in employee compensation 
accoimted for a greater share of the 
increase in the second half. 

Employee compensation up 

Employee compensation rose $26Ĵ  
biUion in 1965, of which private pay
roUs accounted for $19% bUlion, gov
ernment pajToUs $4}^ bUUon, and 
supplements to wages and salaries the 
remainder. 

About half of the increase in private 
wages and salaries stemmed from the 
large increase in employment; the bal
ance reflected chiefly higher rates of 
pay. Chart 12 iUustrates components 
of payroU changes for production work
ers in manufacturing. For this group, 
higher employment accounted for more 
than half the rise in payroUs, and in
creased wage rates were responsible for 

most of the remainder. Average weekly 
hours, at a postwar peak, were up only 
sUghtly on a relative basis. 

Wages and salaries of government 
employees rose 7% percent in 1965. 
The continuing rise in State and local 
payroUs reflected both higher employ
ment and increased pay rates. Federal 
civiUan employment did not rise last 
year, but average pay was increased 
late in the year. MiUta,ry payroUs— 
which changed Uttle in the first half— 
moved up in the second half because of 
a miUtary pay raise, an extension of 
combat pay to aU mUitary personnel in 
Vietnam, and an increase in the num
ber of men in the service. In the final 
quarter, mUitary payrolls were 15 per
cent above their level a year earlier. 

Corporate profits rise sharply 

Corporate profits before taxes (after 
adjustment for inventory gains) ad
vanced ISVi percent last year to reach 
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an aimual total of $73 bUUon. In both 
relative and absolute terms, this was 
the sharpest calendar-year rise since 
1959. Four-fifths of last year's gain 
was scored in the first quarter and was 
heavily influenced by the spurt in auto
mobUe production. Profits continued 
to rise in subsequent quarters, but the 
rate of increase was not as great as the 
extraordinary first quarter rise. 

Most industries shared in last year's 
advance in profits. The rise was 
especiaUy marked in durable goods man
ufacturing, and in the transportation 
industries, where increases in volume 
had a considerable effect on earnings. 
Profits remitted from the rest of the 
world also rose rapidly last year, as 
companies stepped up the repatriation 
of earnings from abroad to conform to 
the Administration's voluntary program 
to improve the balance of payments. 

After the initial recovery phase of the 
earUer postwar expansions, there was 
a tendency for profit margins to faU 
as the expansion progressed. In con
trast, since the sharp rise in profit 
margins that accompanied the early 
recovery period of the current economic 
expansion, margins either have been 
stable or have risen sUghtly. Last year, 
corporate profits were 18 percent of 
corporate output, as compared with 17 
percent in 1964. Margins rose sharply 
in the first quarter of last year and 
apparently changed Uttle thereafter. 

Profits after taxes rose 19H percent 
last year to reach a total of about 
$44K bUUon. The sharper rise in after
tax profits than in before-tax profits 
stemmed from the second phase of the 
1964 income tax cut. Corporate divi
dend payments did not match the rise 
in after-tax profits: At $19 bUUon, 
dividends were only 9% percent above a 

year earUer. The combination of a 
marked increase in after-tax profits and 
a more moderate one in dividends was 
reflected in an unusuaUy large gain— 
28 percent—^in undistributed corporate 
profits. This rise, together with the 
long-term growth in corporate capital 
consumption aUowances, helped boost 
internal funds 14M percent. 

Farm income higher 

Last year featured a rise of about 
one-fifth in the income of farm opera
tors (chart 14). This brought total 
farm proprietors' income to over $14 
biUion—the highest level since 1952, 
when there were roughly 50 percent 
more farm operators than there are 
today. 

The increase in farm income re
flected principaUy an upsurge in prices 
received by farmers for meat animals. 
These prices moved up sharply in the 
second quarter, eased moderately there
after, and then jumped sharply again 
in December. For the year as a whole, 
the rise in meat prices over 1964 was 

I CHART 14 

Farm Proprietors' Income in 1965 Was 
Higher Than in Any Year Since 1952 

1947 50 55 60 
U.S. Department of Commerce, Office of Business Economics 
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almost 20 percent. The volume of 
farm output was up 4 percent from the 
previous year, and there was Uttle in
crease in the unit operating expenses of 
farms. 

E c o n o m i c Expans ion i n 1965 
(Continued from page 2) 

flict not in sight, by far the dominant 
factor, of course, was the prospective 
increase in defense purchases. Outlays 
by State and local governments could 
be expected to continue their strong 
upward trend. 

As pressures on capacity mounted and 
the need for modernization continued, 
business was planning to make sizable 
increases in plant and equipment ex
penditures. I t was not iikely that 
residential construction would show 
much change in 1966; if anything, the 
tightening in interest rates was likely to 
dampen new starts by homebuUders. 
Business inventory demand was, as 
usual, an uncertain quantity. Because 
of longer deUvery times and the possi
bUity of shifts in price expectations, 
it was not clear that businessmen woidd 
continue the relatively conservative 
inventory poUcies generaUy pursued 
throughout the current expansion. A 
more' rapid rate of increase in pro
duction abroad seemed likely, this 
would stimulate some growth in ex
ports over late 1965 levels. Consumer 
income and spending could be ex
pected to show further large gains 
in 1966. 

In the above setting, continued in
creases in employment and decreases in 
imemplo3mient covdd be anticipated. 
The main uncertainties regarding 1966 
concerned the adequacy of suppUes and 
stabiUty of costs and prices. 



The Produetion Expansion in Perspeetive 

OINCE reaching a low point in the 
first quarter of 1961, real GNP has 
risen almost 30 percent over the past 19 
quarters (chart 15). The increase in 
gross private domestic investment over 
the same period was almost double the 
overaU rise, but if inventory investment 
is excluded from the comparison, the 
increase—^in fixed investment—was 
close to 40 percent. This was stiU 
considerably more than the rise in the 
other three major markets—^persons, 
government, and foreign. Within fixed 
investment, expenditures on producers' 
durable equipment increased far more 
than investment in structures. 

The gain was somewhat less for per
sonal consumption expenditmres than 
for GNP, vsdth purchases of durable 
goods expanding considerably more 
than the other two major groups of 
consmnption expenditures. Total gov
ernment purchases rose much less than 
average; the rise in State and local 
purchases was about 25 percent, double 
the Federal increase. Over this 19-
quarter span, gross exports rose by more 
than one-third, imports rose stiU more, 
and net exports declined sUghtly. 

Sharp rise in durable goods 

Changes in real output by type of 
product are shown in table 1. Since 
durable goods markets have expanded 
more rapidly than other markets in 
each year of the current expansion, 
the rise in the production of dm'able 
goods has outstripped by a wide margin 
the rise in the production of other types 
of products: nondurable goods, services, 
and structures. Indeed, last year dura
ble goods output accounted for the 
largest share of total output for any 
year since World War I I (table 2). 

Apart from the shift in inventory in
vestment—from a fairly sizable Uqui
dation in early 1961 to a moderately 
large accumulation in late 1965—the 
rise in consumer and business invest-

I CHART 15 

Advances in Real GNP 
in the Expansion Period 

GNP TOTAL 

GROSS PRIVATE 
DOMESTIC INVESTMENT 

Producers'Durable Equipment 

Nonresidential Structures 

Residential Structures 

PERSONAL CONSUMPTION 
EXPENDITURES 

Durable Goods 

Services 

Nondurable Goods 

GOVT. PURCHASES 

State and Local 

Federal 

NET EXPORTS OF 
GOODS AND SERVICES 

Percent Change, IQ . 1 9 6 1 - 4 Q . 1965 

-25 0 25 50 75 

< • rPS^^tJi'-' -i." ' ' '• 

i 
U.S. OepartmenI of Commerce,- Office of Business Economics 

ment markets has accounted for vir
tuaUy aU of the increase in durable 
goods production since the expansion 
started. The rise in consumer pur
chases has been widespread and has 
been particularly important in auto
mobiles, furniture,.and—during the last 
2 years—color television. The fastest 
rising business purchases during this 
period were transportation equipment, 
ofl5.ce and computing machines, produc
tion machinery, and farm equipment. 

Increases in auto production have 
played a key role in the rise of durable 
goods output since early 1961. Over 
this period, real auto product has grown 
about 120 percent and has risen from 
3 to 5 percent of total output. Real 
auto product in 1965 rose 23K percent 
over 1964, a much larger rate of increase 
than in 1963. and 1964 but sUghtly 
below the gain in 1962. Last year was 
the fifth straight year of generaUy rising • 
auto production, making this the longest 
continuous increase in car output since 
the early postwar catching-up process 
boosted auto production for the years 
1946-50. 

Since early 1961, government piu--
chases have on balance accounted for 
Uttle of the rise in real durable outp ut, 
partly because dviring these years 
Defense Department programs changed 
in emphasis. 

Industrial Effects of the Rise in 
Investment 

Through the use of the total require
ments table of the 1958 Input-Output 
Study, it has been possible to calculate 
the contribution of the rise in fixed 
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Table l .^Percent Increases iu Real Output, 
by Type of Product, First Quarter 1961-
Fourth Quarter 1965 

Percent increase 
Gross national product 29 

Final sales —— 26 
Goods output - 35 

Final sales 31 
Durable goods output S9 

Final sales 46 
Nondurable goods output 22 

Final sales - - —— 22 

Services 24 

structures - 16 

Addendum: Auto product . 117 

Source: U.S. Department of Commerce, Office of Business 
Economics. 

investment since 1961 to the (real) 
output increase in each of the in
dustries in the economy. The results 
of these calculations are Ulustrated in 
chart 16. 

In this chart, industries have been 
grouped into three categories: (1) those 
that increased more rapidly than real 
GNP from 1961 to 1965; (2) those that 
increased at roughly the same rate as 
real GNP; and (3) those that increased 
at a slower rate than real GNP. For 
each industry, the chart shows the 
proportion of its output increase that 
was due to the increase in fixed invest
ment over the same period. In addi
tion, the proportions are separated into 
the direct and indirect effects of the 
investment increase. Because of data 
limitations, the changes in chart 16 are 
based on annual figures for 1961 and 
1965. Over this period, real GNP 
increased more than 22 percent, and 
fixed investment rose almost one-third, 
more than any other major market. 

Table 2.—^Percent Distribution of GNP by Type of Product in Current and Constant 
Dollars, Selected Years, 1948-65 

In general, the industries whose rela
tive expansion from 1961 to 1965 
exceeded the rise in GNP were more 
dependent on the increase in fixed 
investment than were the industries 
whose output increased at average or 
less-than-average rates. Moreover, for 
the top group of industries it made no 
difference whether this dependence was 
direct or indirect. For example, the 
investment expansion directly caused a 
sharp rise in the output of equipment 
producers and indirectly brought about 
a substantial increase in the output of 
those industries supplying equipment 
producers. More than one-third of the 
output increase in primary metals was 
dependent on the pickup in investment 
demand, and ahnost aU of it was in
direct. I t is also apparent that the 
fixed investment increase accounted 
for significant proportions of the output 
rise of industries that have Uttle close 
relationship to fixed investment. A 
good example is chemicals, 10 percent 
of whose production increase was in
directly due to the fixed investment 
advance. 

Not aU of the industries with above-
average rates of output increase were 
especiaUy dependent on the expansion 
in investment, nor did every industry 
especiaUy dependent on investment 
show a better-than-average increase in 
output. Because the explanations are 
fairly lengthy, no attempt is made 
here to explain, on the one hand, the 
greater-than-average expansion in the 
production of chemicals, trade, and 
textUes and, on the other hand, the 
average rate of expansion in stone, 
clay, and glass. 

I CHART 16 

1948 -

1953 — . 

1957. 
1958- -
1959 
1960 — i 
1961 — - -

1962 -
1963 
1964— 
1965 p 

Based on current dollars 

GNP 

100.0 

100.0 

100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 

Durable 
goods 

18.9 

21.8 

21.4 
18.7 
19.8 
19.7 
18.6 

19.5 
19.7 
20.1 
20.8 

Non
durable 
goods 

41.0 

34.2 

31.8 
32.9 
31.8 
31.8 
31.9 

31.3 
30.7 
30.2 
29.8 

Services 

2S.4 

32.6 

35.0 
36.5 
36.4 
37.2 
38.4 

38.1 
38.5 
38.8 
38.6 

struc
tures 

10.8 

11.4 

11.9 
11.9 
12.1 
11.3 
11.2 

11.2 
11.1 
10.9 
10.9 

Based on constant (1958) dollars 

GNP 

100.0 

100.0 

100.0 
100.0 
100.0 
100.0 
loao 
100.0 
100.0 
100.0 
loao 

Durable 
goods 

18.9 

22.0 

21.3 
18.7 
19.8 
20.0 
19.1 

20.2 
20.7 
21.3 
22.3 

Non
durable 
goods 

36.2 

32.6 

31.7 
32.9 
32.3 
32.5 
32.7 

32.2 
31.7 
31.4 
31.0 

Services 

33.8 

34.0 

35.4 
36.5 
36.0 
36.2 
37.0 

36.5 
36.6 
36.6 
36.2 

Struc
tures 

11.2 

11.4 

11.6 
li;9 
12.0 
11.3 
11.2 

11.1 
10.9 
10.6 
10.5 

Proportion of Each Industr/s Output Increase 
Attributable to Increases in Private 
Domestic Fixed Investment, 1961-65 

Industries with above average increases in output 

INDUSTRY & NUMBER-^ 

Machinery Exc. Elect. (43-52) 

Instraments, Optics & Clocks 
162-63) 

Priiiiaij Metals (37-38) 

Fabricated NIetals (39-42) 

Lumber & Wood Prods. (20-21) 

Electrical Machinery (S3-5S) 

Furniture & Fixtures (22-23) 

Transport Equip. & Ordnance 
(59-61,13) 

Rubbers; Misc. Plastics (32) 

Trade (69) 

Chemicals S Allied Prods. (27-30) 

Misc. Mfg. Industries (64) 

Textile Mill Prods. & Apparel 
(16-19) 

Percent 

2 0 4 0 60 

I S ^ S S ^ ^ g ^ 

•if' "̂  Dire^^'|H^i| 

1? -- ^f€ihFS^iii^'kd 

Industries with about average increases in output 

0 20 40 60 

Stone, Clay & Glass (35-36) 

Business Services (73) 

Transportation (65) 

Communication (66-67) 

Papers Allied Prods. (24-25) 

Printings Publishing(26) 

Elect, Gas S Water Services 

Finance S Insurance (70) 

Real Estates Rental (71) 

r Preliminary. 
Source: TJ.S. Department ot Commerce, Office of Business Economics. 

Medical, Educational S Nonprofit 
Services (77) 

Industries,with below average increases in output 

0 20 40 60 

Mining (5-10) 

Petroleum Refining (31) 

Auto Repair S Services (75) 

Hotels, Personal & Repair Service 
(72) 

Amusements (76) 

Agriculture, Forestry & Fisheries 
(1-4) 

Foods Kindred Prods. (14) 

Leather S Prods. (33-341 

Tobacco Mfg. (15) 

-^nput-output code number. See Sept. 1965 Survey for definitions. 

U.S. Department of CDmmerce, Oflice ol Business Economics 6£-M6 
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Postwar Growth. Rates 

Chart 17 illustrates annual average 
rates of growth in real output for the 
postwar period (1948-65) and for peak-
to-peak years of the successive post
war business cycles. Growth rates 
are shown first for total GNP and then 
for major markets and types of prod
ucts. In aU cases, the rates (com
pounded) are based on the change from 
the beginning to the ending year. 

Real GNP has increased at an average 
annual rate of 4^ percent in the 5 
years since 1960, the peak of the 
incomplete economic recovery that 
started in 1958. This is well in excess 
of the average rate of 3% percent for 
the entire period from 1948 to 1965. 
The rate was highest (5 percent) in the 
years that included the Korean war 
but showed a considerable retardation 
from 1953 to 1957 and from 1957 to 
1960. 

The fastest growing markets in the 
1960-65 period have been consumer 
durables and private investment. Con
sumer durables increased at an average 
rate of 7% percent and private invest
ment by 5% percent; for both, average 
rates of increase were well above those 
of prior periods. The high rate for con
sumer durables since 1960 has reflected 
in large measure the unusual growth in 
automobile demand, and the increase 
in private investment has been due 
primarily to exceptionally large gains 
in producers' durable equipment. 

The growth since 1960 in consumer 
spending on nondurable goods and 
services combined, almost 4 percent, 
has been somewhat smaller than the 
growth of real GNP but larger than 
the averages of the earlier periods. 
Consumer purchases of nondurable 
goods and of services were both up as 
compared with earlier periods, but 
the rise in. nondurables was more 
marked. 

The two government sectors show 
diverse patterns. Since 1960, Federal 
Government purchases have increased 
at an average annual rate of 2^ percent, 
about half the rate for total GNP, 
while State and local purchases have 
increased at a 5-percent rate. 

{Continued on page SB) 

Since I960 the Growth Rate of Real GNP Has Exceeded the Postwar 
Average and Has Been Much Higher Than in the Period 1953-60 

PercenI (Average Annual Rafe of Cfiange) 
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The Balance of Payments 

i H E year 1965 opened -with the 
balance of payments and U.S. reserves 
under severe stram. Both exports and 
imports were low because of the strike 
in the shipping industry, but since 
exports were more severely affected, the 
trade balance was sharply depressed. 
Capital outflows, which had risen sub
stantially in 1964, continued to expand, 
particularly through increased bank 
loans and direct investments; the rise 
may have occurred partly in anticipa
tion of later restrictions. Gold outflows 
were among the highest on record. 
They reflected an extraordinary demand 
for gold not only from foreign official 
agencies but also from foreign private 
sources. This demand was stimulated 

T a b l e 1 . — U . S . B a l a n c e - o f - P a y m e n t s T r a n s 
a c t i o n s , 1 9 6 3 , 1 9 6 4 , a n d J a n u a r y - S e p t e m 
b e r 1965 a t A n n u a l R a t e 

(Billiona of dollars) 

TI.S. payments (recorded), ex
cluding reserve assets: 

Imports of goods 
Imports of services 
Private remittances and 

Government transfers 
Qovemment grants and net 

capital flows 
Increase in TJ.S. private as

sets abroad, net 

U.S. receipts (recorded), ex
cluding liquid liabilities: 

Exports of goods 

Exports of services 
Increase in foreign assets in 

the United States, net 

Cliange In U.S. official reserve 

Cltange in liquid liabilities (In
crease —): 

Errors and omissions (net pay-

1963 

16.99 
9.45 

.83 

3.58 

4.46 

22.07 
4.65 
5.63 

.77 

- . ? 8 

-1.60 
- . 6 2 

- . 4 0 

1964 

18.62 
9.84 

.84 

3.56 

6.46 

25.29 
5.46 
6.27 

.68 

- . 1 7 

-1 .05 
-1 .65 

-1 .16 

Jan.-Sept. 
1965 

(season
aUy 

adjusted 
annual 
rate) 

20.87 
10.37 

1.00 

3.33 

3.64 

25.52 
6.30 
6.66 

.04 

-1 .27 

-f-1.03 
-1 .03 

—.48 

by the large dollar outflow in previous 
periods. The adverse balance of pay
ments of the United Kingdom and the 
resulting decline of confidence in sterling 
during the latter part of 1964, which 
originated largely with nonofficial ster
ling holders, may also have contributed 
to the widespread rise in the demand 
for gold. 

These developments formed the back
ground for the actions taken by the 

. President last February in which he 
confirmed the intent of the Government 
to maintain the current exchange value 
of the dollar, and announced a program 
to achieve that goal. The program 
consisted mainly of an appeal to banks 
to restrict their lending to foreign 
customers in 1965 to an increase of 5 
percent over the amounts" outstanding 
at the end of 1964, and also to non-
financial corporations to improve the 
balance on their foreign transactions 
and to repatriate Hquid funds held 
abroad to the maximum extent. I t 
also extended the Interest Equalization 
Tax to loans by banks and other 
financial organizations. The program 
included an intensification of previous 
efforts to reduce Government expendi
tures abroad, to increase exports, and 
to attract foreign travelers to the 
United States. 

Certain parts of the program to im
prove the balance of payments were 
immediately eflective. Bank loans 
started to decline in March, and sub
stantial amounts of short-term funds 
were repatriated by nonbanking cor
porations before the end of the first 
quarter. Moreover, the trade surplus 
improved with the ending of the dock-
workers' strike in the major ports in 

mid-February and in other ports early 
in March. For the first quarter as a 
whole, the decline in reserve assets and 
the increase in liquid liabilities to all 
foreigners totaled roughly $700 mil
lion—after seasonal adjustment—con
siderably less than in the last quarter 
of 1964 and during the first 2 months of 
1965. Excluding liquid liabiUties to 
foreign private accoimts, the adverse 
balance was slightly lower. 

Eepatriations of banldng claims, 
further withdrawals by nonbanking 
corporations of funds held in foreign 
banks, and the speedup in strike-
delayed export shipments resulted in 
still more improvement of the balance 
during the second quarter. However, 
the effects of the balance of payments 
program and the settlement of the ship
ping strike were partly offset by slug
gishness in business activity in some of 

T a b l e 2 . — U . S . P r i v a t e A s s e t s A b r o a d : S u g 
g e s t e d C e i l i n g s O u t l i n e d i n 1966 B a l a n c e 
o f P a y m e n t s P r o g r a m 

(Billions ot dollars) 

Net capital ontfla-ws for direct investments and rein
vested earnings in developed countries: 

1962-64 total - — 7.92 
Direct investment outflow 4.89 
Reinvested earnings 3.03 

1965-66 ceiling (90 percent of 1962-64 total) 7.13 

Claims on foreigners reported by U.S. banks: 

Amount outstanding December 31,1964 9.49 
September 30,1956 9.48 
December 31,1966 ceiling . . 1 0 44 

Foieign assets of nonbanlc financial institutions:* 

Amount outstanding December 31,1964 — 3.39 
September 30,1066 3.10 
December 31,1966 ceiling... 3.25 

Short-term foreign assets of U.S. corporations: 

Amount outstanding December 31,1964— 45 
September 30,1965 - 26 
December 31,1966 ceiling.— . 43 

•Celling on assets over 10 years maturity appUes only to 
assets in developed countries other than Canada and Japan. 
These amounted to $1.63 billion at the end of September 1966. 
The December 31,1966, coiling is $1.72 billion. 
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the major countries abroad, which had 
an adverse effect on U.S. exports, and 
by the sharp rise in U.S. imports, which 
was related partly to protective buying 
in anticipation of a strike in the steel 
industry. Nevertheless, the drop in 

International Transactions 
of the United States 

U.S. PAYMENTS 
(Excluding reserve assets) 

I C H A R T 1 8 

Billion $ 

Errors and Omissions 

Increase in U.S. 
Private Assets Abroad, Net 

Govt. Grants and 
Net Capital Flow 

Imports of Services^ 

Imports of Goods 

U.S. RECEIPTS 
(Excluding liquid liabilities) 

Increase in 
Foreign Assets in U.S., Net 

—Exports of Services 

Exports of Goods 

CHANGE IN U.S. OFFICIAL 
RESERVE ASSETS, NET 

(Decrease—) 

CHANGE IN U.S. LIQUID 
LIABILITIES^ 
(Increase-) 

< 

Foreign Official Agencies 

Other Foreign Accounts 

1963 1964 1965* 

-includes net private remittances and unilateral transfers. 
-Mncluding certain nonliquid U.S. Government oblieations. 
*U.S. payments and receipts are based on lan.-Sept data at annual ratei other 

data are estimated annual totals. 
U.S. Department of Ccmmerce, Office of Business E(»nomics E&H8 

reserve assets was reduced in the second 
quarter to less than one-tenth of what 
it had been in the first quarter, and 
liquid liabUities, mostly to foreign of
ficial organizations, declined by an even 
larger amount. However, that change 
to a favorable balance, the first since 
1957, was not expected to continue 
since it was based to some extent on 
repatriations that were not hkely to be 
sustained and on a temporary upsurge 
in exports. 

During the second half of the year, 
the balance turned adverse again since 
repatriations did not continue. How
ever, limitations on new bank loans, a 
decline in capital outflows through di
rect investments to not' much more 
than 50 percent of the rate in the first 
haU of the year, and a moderate rise in 
the trade balance kept the deficit much 
below the average rate for the years 
1958 to 1964. It was not quite $500 
million in the third quarter and some
what less in the fourth. The balance 
based on changes in reserve assets and 
in liabilities to foreign official organiza
tions during the second half of 1965 was 
also adverse. 

For 1965 as a whole, the adverse 
balance composed of declines in U.S. 
official reserve assets and increases in 
aU liquid habilities was less than half of 
the $2.8 billion deficit in 1964. The 
alternative balance composed of changes 
in U.S. reserve assets and in liabilities 
to foreign official organizations only, 
which had improved substantially from 
1962 to 1964, probably was litt le 
chajaged in 1965. 

The total 1965 improvement was 
divided in roughly equal parts between 
a reduction in U.S. international pay
ments and an increase in receipts. On 
the payments side, the sharp cutback 
in private capital outflows was offset to 
some extent by the rise in U.S. mer
chandise imports. In the receipts ac
coimt, increased merchandise exports 
and income on investment bolstered the 
total (chart 18). 

Balance of payments developments 
in 1965 indicated that further improve
ments in the balance were stUl required 
and that the program to achieve them 
had to continue. Accordingly, on De
cember 6, it was announced that the 
program would" be extended into 1966. 

The featiu:es of the original program 
were retained, and new ceilings for U.S. 
private assets abroad in 1966 were out
lined. These ceilings for the various 
categories of private capital are hsted 
in table 2. 

Economic Developments 
Abroad 

U.S. international transactions were 
affected by economic developments in 
the United States, reviewed elsewhere 
in this issue, and by trends abroad, 
which are discussed briefly here. 

In 1965, the rate of economic growth 
in most industrial areas abroad slowed 
down considerably. This was re
flected in the movement of U.S. exports 
and may also have contributed to the 
decline in U.S. private capital outflows 
duriog the year (chart 19). The slower 
rise in foreign demand may also have 
contributed to the increase in U.S. 
imports by stimulating foreign business
men with idle productive capacity to 
expand their sales in the United States. 

In Western Europe, the rate of 
economic growth slackened in 1965 
for the second consecutive year. In
dustrial production rose only about 2 
percent from the fourth quarter of 
1964. to the third quarter of last year. 
In France and the United Kingdom, 
industrial production showed little or 
no gain over that period. There was 
a moderate advance in Germany, and 
in Italy there was a recovery from 
reduced levels of production in 1964. 
Industrial production in Japan, after 
expanding vigorously for several years, 
remained almost stationary during 
1965. 

The slower advance in demand iu 
these areas was reflected in our sales. 
Exports to Europe, our fastest growing 
market for the past several years, rose 
by only 2 to 3 percent in 1965, and 
shipments to Japan also expanded very 
little. 

In Canada, industrial activity con
tinued to increase last year, keeping 
pace with the expanding U.S. economy. 
Canada was the most buoyant market 
for U.S. exports in 1965; shipments 
there expanded by approximately 10 
percent. 
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Demand in the expanding economies 
of Australia and South Africa also con
tinued to increase in 1965, and even 
though reduced foreign trade earnings 
caused a drop in their reserve holdings, 
U.S. shipments to those countries ad
vanced for the second straight year. 

Modest increases in foreign exchange 
earnings of the less developed countries 
(other than those producing oU) were 
used to finance larger expenditures 
abroad in 1965. These were reflected 
in U.S. exports to these coimtries, which 
rose slightly in 1965. 

The current outlook for 1966 is for 
the Canadian economy to continue to 
boom and for rates of growth in some 
Western Eitropean countries and in 
Japan to improve moderately. Foreign 
exchange earnings of the less developed 
countries may rise through increased 
sales to the industrial areas. With U.S. 
demand also rising rapidly and with 
productive resources in the United 
States more fully employed, an acceler
ation in foreign business activity may 
not affect U.S. exports, particularly 
capital goods, as much as it did in the 
past. 

Special developments in the United 
Kingdom 

The uncertainty of the balance of 
payments position of the United King
dom which followed the serious sterUng 
crisis of November 1964 and persisted 
through the early fall of 1965 had a 
major impact on U.S. international 

" transactions. The conversions in the 
spring and summer months of U.S. cor
porate securities held by British author
ities and the deferral for the second 
straight year of the annual payment of 
principal arid interest due the United 
States on the. postwar loan to the 
United Kingdom affected our payments 
position adversely. In addition, during 
the summer months, the Federal Re
serve Bank of New York extended 
substantial assistance on a swap basis, 
increasing holdings of sterling in ex
change for dollars. Beginning in Sep
tember, the British position improved 
considerably when a 10-nation standby 
credit was accorded the United King
dom and confldence in the poimd was 
restored. These d evelopments resulted 
in large shiiis of foreign-held liquid 

doUar assets from foreign official to 
private accounts during the third quar
ter, and back to "foreign official accoimts 
ia the fourth quarter of last year. 

Merchandise Trade 
The merchandise export surplus nar

rowed from $6.7 biUion ui 1964 to about 
$5.0 bUhon m 1965. U.S. exports of 
merchandise, after a 15-percent rise in 
1964, rose about 4 percent in 1965. 
Imports, in contrast, increased about 15 
percent in 1965 after a 10-percent gain 
in the preceding year. 

In addition to the slower rise in 
foreign demand in 1965, exports may 
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Industrial Production and Related 
U. S. Foreign Trade in 
Major Industrial Areas 
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have been affected by reduced capital 
outflows. /Some of the loss of exports 
caused by the dockworkers' strike early 
in the year may have been irretrievable. 
Also, as demand pressed against plant 
and labor capacity in this country, 
lengthened delivery times and less ag
gressiveness by U.S. firms selling in 
foreign markets may have weakened 
our competitive position. 

U.S. exports in the first half of 1965 
dipped below the level in the preceding 
half year partly because of reduced 
agricultural shipments and partly be
cause some goods had been preshipped 
in late 1964 to avoid delay from the 
longshoremen's strike. In the second 
half of the year, both agricultural and 
nonagrictiltural shipments increased, 
and total exports rose to a new record. 

For the year as a whole, agricultural 
exports were about equal to those in 
1964. Exports of feed grains and vege
table oUs continued to expand in 1965 
and offset declines in cotton and wheat. 
Wheat exports picked up after midyear 
when the U.S. price fell and European 
demand rose. Most of the advance in 
nonagricultural exports was in capital 
and automotive equipment. Other in
creases in exports included nonferrous 
metals, reflecting both voliune and 
price gains. 

In both 1964 and 1965, the ac
celerated advances in domestic produc
tion and income resiUted in substantial 
increases ia imports. Industrial sup
plies and materials accounted for a large 
part of the gain in U.S. imports last 
year. Some of this rise was in steel 
products, for which large foreign orders 
were placed as a hedge against the 
threatened steel strike in the United 
States. " • " 

Imports of capital equipment and 
consumer goods also increased con
siderably in 1965. Only imports of 
foodstuffs showed little change from 
1964. This was partly because of 
reduced prices for imported foodstuffs 
and partly because for some foodstuffs 
domestic inventories were drawn down 
in lieu of a larger volume of imports. 

G o v e r n m e n t Transac t ions 
U.S. mUitary expenditures, after de

clining during 1964 and the first quarter 
{Contintied ori page SB) 



Employment—Prices—Fmance 

J. HE strong expansion of the economy 
ia 1965 was accompanied by an un
usually large advance in emplo3^ment. 
Although the rise in the labor force was 
above the average of recent years, the 
expansion in jobs was greater and 
unemployment was sigmficantly re
duced. On an annual basis, the un
employment rate averaged 4.6 percent 
last year, as compared with 5.2 percent 
ia 1964 and 5.7 percent in 1963. At 
the start of 1965, the unemployment 
rate was 5 percent, but the steady 
unprovement through the year brought 
the rate by yearend close to the 
Administration's interim goal of 4 
percent. 

Toward the end of the year, the 
labor market presented a mixed picture. 
Unemployment rates for young people 
were stUl far above average; despite 
improvements, rates among Negroes 
were nearly double the average; rates 
for white adults were quite low. In 
certain occupations and industries in 
particular geographic areas, labor short
ages were prevalent. 

Labor force expands 

The civilian labor force averaged 
75.6 million ui 1965, a rise of 1.4 miUion 
from 1964. The growth in the labor 
force was slightly larger than the year 
before, and considerably larger than in 
the earlier years of the 1960's. The 
largest relative expansion in 1965 was 
in the teenage group, which rose by 
more than 500,000 for the year as a 
whole and by 1 mUlion within the year. 
These large increases were mainly a re
flection of the bulge in the birth rate in 
the very early postwar period. The 
number of adult women, in the labor 

force continued to grow, with a rise of 
600,000, but the number of adult men 
rose only 200,000. 

I CHART 20 

Labor Market Developments 
The 1.8 million rise iri employment last year 
exceeded the large increase in 1964 
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Total civihan employment, at 72.2 
million (household basis), increased 1.8 
mUlion from 1964 to 1965. Adult 
women accounted for a Uttle more than 
700,000 of the increase and adult men 
and teenagers for roughly 500,000 each. 
For adults of each sex, the employment 
increase exceeded the rise in the labor 
force; for teenagers, the advances were 
about equal. 

Increases widespread by industry 

Except for employment in agriculture 
and mining, where longrun declines 
were extended, employment in 1965 
showed a broad industrial advance that 
was sustained throughout the year and 
accelerated in the fourth quarter. In 
nonagricultural estabUshments, the gain 
over 1964 was more than 2 mUlion jobs, 
and in manufacturing alone, almost % 
miUion. About half of the overaU rise 
was in private nonmanufacturing, with 
aU major groups except miaing con
tributing to the advance. In nonmanu
facturing, relative gains were large in 
trade and finance, where employment 
has been showing a strong secular in
crease, and in contract construction, 
which rose mainly because of the large 
advance in private nonresidential con
struction last year. State and local 
government employment was up 400,000, 
extending the strong upward trend of 
the past several years, but Federal 
employment was Uttle changed. 

Last year's large increase brought 
factory employment to an aUtime high 
of 18 miUion, which exceeded the post
war peak of 1953 as weU as the aUtime 
peak reached during World War II. 
In the durable goods industries, where 
the 1965 expansion in employment 
centered, a tight labor market developed 
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toward the end of the year, with 
shortages appearing in several types of 
skiUs. Employment increases in 1965 
were quite general throughout the 
durable goods group. Transportation 
equipment and electrical equipment 
led the advance, and machinery and 
fabricated metal products also made 
good gains. In the nondurable goods 
industries, small employment increases 
occurred in aU except the food, tobacco, 
and petroleum refining industries. 

Rise in blue collar employment 

Both white and blue coUar employ
ment rose considerably last year. For 
the former, it was an extension of a 
longrun trend, but for the latter, it was 
a development of fairly recent origin, 
as chart 21 shows. 

The absence of long-term growth in 
manufacturiag employment for several 
years after 1953 was a factor in the 
lack of growth of blue coUar employ-
naent. Since the current economic 
expansion started in early 1961, how
ever, such employment has been moving 
higher. I t is only in the last 2 years, 
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Employment Trends, by Occupation 

• Employment of blue collar workers has risen 
to new highs in the past 2 years 

* The uptrend in employment of tvhite collar 
workers has been extended 
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however, when manufacturing increased 
considerably, that blue coUar employ
ment showed a sharp expansion. More 
blue coUar workers were employed in 
1965 than at any other time in the 
postwar period. 

Longer hours 

The expansion in labor requirements 
last year was met largely by increased 
employment, but hours of work were 
also lengthened, both by increased 
overtime work and by the substitution 
of fuU-time work for part-time sched
ules. In nonagricultural industries, the 
number of persons working over 40 
hours per week increased by nearly 
IK miUion from 1964 to 1965; a simUar 
increase occurred in those working 
from 35 to 40 hours. A decline of over 
1 miUion took place in those working 
less than 35 hours.' 

The average workweek for production 
workers in manufacturing exceeded 41 
hours in 1965 for the first time (annual 
basis) since World War II . The rise 
for the fuU year was 0.4 hours. In
creases in hours worked per week were 
general by industry and were larger 
than average in durable goods, where 
overtime work was especiaUy heavy. 

General reduction in unemployment 

Fewer persons were out of work in 
1965 than in any other year since 1957. 
The average number of unemployed 
was 3.4 miUion, a reduction of 400,000 
from 1964 and a substantial improve
ment from the second quarter of 1961, 
when unemployment, at 5 miUion, was 
at its recent peak. 

The reduction in both the level and 
rate of unemployment in 1965 was 
quite general, except for teenagers, and 
during the year extended throughout 
the various categories of occupation, 
sex, color, marital status, and length of 
time unemployed (table 1). Adult 
male unemployment, which dropped 
just below 4 percent in 1964, declined 
to 3.2 percent in 1965; for adult females, 
the rate declined from 5.2 percent to 
4.5 percent. For the most experienced 
group in the labor market, married men, 
the unemployment rate in December 
was l.S percent, the lowest since 1953. 

The level of teenage unemployment 
was unchanged, and the rate, though 
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a Uttle lower than 1964, continued high 
at 13.6 percent. The outstanding de
velopments in the teenage labor market 
last year were the unusuaUy large rise 
ia the teenage labor force and the suc
cess young people had in finding jobs. 
The rise in employment reflected both 
the buoyant demand for labor and 
special efforts to employ teenagers— 
the President's summer employment 
program and the programs associated 
with the attack on poverty. 

Table 1.—Selected Aspects of Unemploy
ment 

[Percent] 

Unemployment xatea: 
Total -

Male 

14 to 19 years ot 
age -

20 and over 

White -
Nonwhite— 

Married, with 
spouse -

Single-

Female. 

14 to 19 years of 
age 

20 and over -

White 
Nonwhite 

Married, with 
spouse 

Single 

By Occupation: 

White-collar 
workers 

Professional 
and technical-

Managers, offi
cials, and 
proprietors 

Clerical 
workers-. 

Sales workers---

Blue-collar 
workers 

Craftsmen and 
foremen 

Operatives 
Nonfarm 

laborers 

Service workers— 
jPrivate house

hold workers-
Other service 

workers 

Farmworkers 
Farmers and 

farm man
agers 

Farm laborers 
and foremen.-

Percent distribution 
of unemployed by 
duration of unem-' 
ployment: 

Less than 5 weeks. 
5-14 
16-26 
27 weeks and over-

1956 1969 1960 1961 

3.8 
3.6 

9.6 
3.4 

3.1 
.7.3 

2.3 
7.7 

4.3 

9.9 
4.2 

3.8 
8.0 

3.6 
5.3 

1.7 

1.0 

.8 

2.4 
2.7 

5.1 

3.2 
5.4 

8.2 

4.6 

4.2 

4.8 

1.9 

.4 

3.7 

62.6 
28.6 
10.7 
8.2 

5.5 
5.3 

13.8 
4.7 

4.6 
11.6 

3.6 
11.6 

6.9 

12.3 
6.2 

5.3 
9.5 

5.2 
7.1 

2.6 

1.7 

1.3 

3.7 
3.7 

7.6 

5.3 
7.6 

12.4 

6.0 

4.8 

6.4 

2.5 

.3 

6.1 

43.5 
29.2 
12.3 
15.0 

5.6 
6.4 

14.0 
4.7 

4.8 
10.7 

3.7 
11.7 

5.9 

12.9 
5.1 

6.3 
9.6 

5.2 
7.5 

2.6 

1.7 

1.4 

3.8 
3.7 

7.8 

5.3 
8.0 

12.5 

5.7 

4.9 

6.0 

2.7 

.3 

5.2 

45.7 
29.9 
12.8 
11.5 

6.7 
6.5 

15.4 
5.7 

5.7 
12.9 

4.6 
13.1 

7.2 

14.8 
6.3 

6.5 
11.9 

6.4 
8.7 

3.3 

2.0 

1.8 

4.6 
4.7 

9.2 

6.3 
9.6 

14.6 

7.0 

5.9 

7.4 

3.0 

.4 

5.7 

39.5 
28.6 
15.1 
16.7 

1062 

5.6 
5.3 

13.3 
4.6 

4.6 
11.0 

3.6 
11.2 

6.2 

13.2 
5.4 

5.5 
11.1 

5.4 
7.9 

2.8 

1.7 

l.S 

3.9 
4.1 

7.4 

5.1 
7.S 

12.4 

6.0 

4.9 

6.4 

2.2 

.3 

4.3 

43.8 
28.3 
13.3 
14.6 

19631964 

5.7 
6.3 

15.6 
4.6 

4.7 
10.6 

3.4 
12.4 

6.5 

15.7 
5.4 

5.8 
11.3 

5.4 
8.9 

2.8 

1.8 

1.5 

4.0 
4.2 

7.2 

4.8 
7.4 

12.1 

6.0 

5.2 

6.2 

3.0 

.5 

6.6 

44.3 
29.5 
12.8 
13.3 

5.2 
4.7 

14.5 
3.9 

4.2 
9.1 

2.8 
11.5 

6.2 

15.0 
5.2 

6.5 
10.8 

6.1 
8.7 

2.6 

1.7 

1.4 

3.7 
3.4 

6.3 

4.2 
6.5 

10.6 

5.8 

4.9 

6.1 

3.1 

.5 

5.8 

46.1 
28.8 
12.6 
12.4 

1966 

4.6 
4.0 

13.1 
3.2 

3.6 
7.6 

2.4 
10.1 

5.6 

14.3 
4.5 

5.0 
9.3 

4.5 
8.2 

2.3 

1.5 

1.1 

3.2 
3.3 

5.3 

3.6 
5.5 

8.4 

5.2 

4.2 

6.5 

2.6 

.4 

4.8 

49.7 
28.5 
11.7 
10.2 

Source: U.S. Department of Labor, Bureau of Labor 
Statistics. 
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Price Developments 

In 1965, prices continued the mod
erate uptrend that has been evident in 
recent years, although increases were 
somewhat larger than in any other year 
of the business expansion. The larg
est rises occurred in the second quarter 
and in the closing months. The spring 
increase was primarUy ia farm products 
at aU market levels; the advance late in 
the year was somewhat more general. 

The most important price develop
ments in 1965 were the large increase in 
farm prices and the modest advance in 
wholesale industrial prices after several 
years of Uttle change. The table be-
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low shows annual percentage changes 
for major price measures: 

Wholesale Price Index 
Percent change from previous year 

8 - , ~ 

TOTAL 

CHART 22 

1955 56 57 58 59 60 61 62 63 64 65 

-4 

Processed Foods 

-4 

Commodities Other tlian Farm Products & Foods 

1 JZLo- n 
1955 56 57 58 59 60 61 62 63 64 65 

U.S. Department of Cemmerce, DHice ot Busmess Economics 
Data: BLS 

66-1-22 

Consumer price index. 

Wholesale price index 

Industrial commodi-

Prices received by farm-

1961-62 

1.2 

.3 

0 

1.7 

1962-63 

1.2 

- . 3 -

- . 1 

- . 8 

1963-«4 

1.3 

.2 

.6 

- 2 . 6 

1964-65 

1.6 

2.0 

1.3 

6.1 

Wholesale industrial prices rise 
Last year, wholesale prices of com

modities other than farm products and 
processed foods, which had remained 
virtually unchanged from mid-1959 to 
late 1964, moved moderately but dis
tinctly higher. On an overall basis, 
prices rose each quarter, and for the 
entire year, they averaged 1.3 percent 
above the 1964 level. 

Several factors contributed to the 
increase in industrial prices in 1965. 
With capacity utilization in manufac
turing for the year as a whole higher 
that at any other time during the 
current expansion and close to the very 
high rates of 1955, rising demand was 
reflected in price boosts in a number of 
industries. Higher unit costs also 
contributed to price increases. In 
some industries, shortages of qualified 
workers, chiefly late in the year, were 
responsible for rising unit labor costs; 
in others, the utiUzation of marginal 
plant facilities pushed up production 
costs. In the closing months of the 
year, the escalating military conflict in 
Vietnam may have given rise to 
speculative price increases. 

Federal Government policies had a 
direct influence on prices last year. 
After the announcements of price in
creases for copper and aluminum in the 
fall, the Government intervened active
ly under the wage-price guideposts to 
bring about revocation of the increases. 
The existence of the guideposts un
doubtedly served as a deterrent to 
other price advances. In addition, 
most of last year's cuts in excise taxes 
were passed on in the form of lower 
prices, particularly for motor vehicles 
and several consumer appliances. 

Among the 13 major commodity 
groups of the BLS index, metals, fuels, 
hides, and miscellaneous products regis
tered price increases for the fuU year 
that exceeded the average rise; 8 other 
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Wholesale Prices — 
Industrial Commodity Groups 
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categories were up less than 1 percent, 
and 1— f̂urniture and appliances—de
clined (chart 23). On a weighted 
basis, about two-fifths of the 1.3 
percent rise in industrial commodity 
prices was due to higher prices for 
metals and metal products, and of this 
increase, 70 percent was attributable 
to nonferrous metals. Fuel and ma
chinery prices each accounted for about 
one-sixth of the overall industrial price 
increase. 

The price increase in hides, skins, and 
leather—^which was the largest among 
the major commodity groups—^was as
sociated with a restriction of supplies, 
arising from the reduction in cattle and 
hog slaughter, and with a substantial 
increase in demand, especially from shoe 
manufacturers. Fuel prices rebounded 
from the low level reached late in the 
summer of 1964, when inventories were 
very heavy. As excess stocks of refined 
petroleum products were worked off, the 
gasoline price wars came to an end. 

Prices of metals and metal products 
continued to rise last .year, extending 
the uptrend that began early in 1963. 
Much of 1965 advance was attributable 
to higher prices for nonferrous metals, 
as strong worldwide demand and strikes 
in major producing countries squeezed 
domestic supplies. Iron and steel 
prices as a group were relatively stable; 
scrap prices fell sharply and prices for 
steel mill products showed small selec
tive increases. The upswing in busi
ness capital outlays continued to push 

up prices for most types of nonelectri
cal machinery. However, because of 
stability in motor vehicle and electrical 
machinery prices, the overall index of 
machinery and equipment prices rose 
only moderately. 

Price increases more frequent 

One aspect of the rise in wholesale 
industrial prices over the past year 
has been the greater frequency of 
price increases and the lesser frequency 
of price decreases as compared with 
other years of the current expansion. 
This is brought out in table 2. 

The data in table 2 are based on 
1,418 industrial comnaodities in the 
BLS Wholesale Price Index for which 
continuous series exist back to October 
1961. For each of four timespans, 
frequency distributions of percent 
changes are presented by size and direc
tion of change for all items and for 
durables and nondurables separately. 
Over 80 percent of all industrial items 
are iacluded. Preliminary October 
1965 figures were the most recent 
detailed data available when the 
tabulation was made. 

Approximately half of the com
modities registered some price increase 
from October 1964 to October 1965, 
and the proportion was the highest 
for any of the timespans shown. 
Increases of 2 percent or less did not 
change much ia relative importance 
over the entire 4-year period; advances 
of more than 2 percent—especially 

Table 2 

Percent change 

10.01 and over 
5.01 to 10.00. 
4.01 to 5.0O. 
3.01 to 4.00. 
2.01 to 3.00 
1.01 to 2.00 
0.01 to 1.00 

0 
-0.01 to -1.00 
-1.01 to -2.00 
-2.01 to -3.00 
-3.01 to -4.00 
-4.01 to -5.00 
-5.01 to -lO.OO—. 
—10.01 and over.--

Total 

Increases 

Total 

—Frequency Distribvitions of Changes i u Wholesale Industr ia l Prices 

Total (1418 commodities) 

Oct. 
1961-
Oct. 
1962 

2.8 
4.0 
1.9 
3.6 
5.1 
8.7 
9.7 

36.1 
6.6 
4.2 
3.3 
2.0 
1.9 
5.6 
6.6 

100.0 

35.7 
36.1 
28.2 

100.0 

Oct. 
1962-
Oct. 
1983 

3.0 
6.1 
4.7 
6.2 
4.5 
7.8 
8.5 

36.2 
4.6 
3.9 
2.7 
2.2 
2.0 
4.7 
3.8 

100.0 

39.8 
36.2 
24.0 

lOO.O 

Oct. 
1963-
Oot. 
1964 

6.8 
6.1 
3.3 
4.0 
6.6 
8.7 

10.0 
32.9 
5.4 
3.9 
1.8 
2.7 
1.5 
3.6 
2.5 

100.0 

45.8 
32.9 
21.5 

lOO.O 

Oct. 
1964-
Oct. 
1965 

6.3 
9.4 
3.2 
6.4 
7.6 
9.4 
8.0 

29.8 
5.3 
3.2 
2.3 
1.8 
1.6 
3.1 
2.6 

100.0 

60.3 
29.8 
19.9 

100.0 

Durable (829 commodities) 

Oct. 
1961-
Oot. 
1962 

3.0 
4.3 
2.2 
4.6 
6.3 
9.9 

10.3 
30.6 
6.3 
5.4 
3.0 
2.2 
1.8 
5.6 
4.8 

100.0 

40.4 
30.5 
29.1 

100.0 

Oct. 
1962-
Oot. 
1963 

2.8 
,6.7 
5.8 
6.8 
5.7 

11.1 
10.9 
30.8 
4.5 
4.0 
2.3 
2.1 
2.7 
4.x 
1.1 

100.0 

48.6 
30.8 
20.6 

100.0 

Oct. 
1963-
Oct. 
1964 

7.0 
6.5 
4.1 
5.2 
8.9 
9.9 

12.2 
26.7 
6.6 
4.3 
1.6 
2.1 
1.3 
2.8 
1.9 

100.0 

53.8 
25.7 
20.5 

100.0 

Oct. 
1964-
Oot. 
1965 

5.2 
9.7 
3.3 
7.7 
8.1 

11.8 
9.7 

22.3 
5.6 
4.0 
3.1 
2.2 
1.9 
2.6 
3.0 

100.0 

55.4 
22.3 
22.3 

100.0 

Nondurable (589 commodities) 

Oct. 
1961-
Oct. 
1962 

2.4 
3.6 
1.5 
2.2 
3.4 
7.1 
9.0 

44.0 
4.8 
2.6 
3.7 
1.7 
2.0 
5.6 
6.6 

100.0 

29.0 
44.0 
27.0 

100.0 

Oct. 
1962-
Oct. 
1963 

3.2 
6.8 
3.1 
3.1 
2.9 
3.2 
5.1 

44.0 
4.8 
3.9 
3.2 
2.4 
1.2 
5.6 
7.6 

100.0 

27.3 
44.0 
28.7 

100.0 

Oct. 
1963-
Oot. 
1964 

8.5 
5.4 
2.2 
2.4 
3.4 
7.1 
7.0 

43.1 
3.9 
3.4 
2.2 
3.2 
1.7 
4.8 
3.4 

100.0 

34.0 
43.1 
22.9 

100.0 

Oct. 
1*4-
Oct. 
1985 

7.8 
9.0 
3.1 
4.6 
7.0 
6.1 
5.6 

40.4 
4.9 
2.2 
1.0 
1.4 
1.2 
3.9 
1.9 

100.0 

43.1 
40.4 
18.5 

100.0 

NOTE.—Detail may not add to total due to rounding. 
Source: Basic data, BLS. Calculations by OBE. 

those in excess of 5 percent—-became 
more numerous. 

About 30 percent of the commodities 
showed no change, and, 20 percent 
showed dechnes from October 1964 
to October 1965. The proportion of 
decreases of 2 percent or less was 
roughly the same throughout the 
4-year period; the- proportion of 
decreases above 2 percent, particularly 
those greater than 5 percent, declined 
steadily. 

Farm and food prices advance 

From 1962 to 1964, a downward 
drift in prices of farm products (fos
tered by a favorable supply situation), 
relative stability in wholesale food 
prices, and only modest increases in 
retail food prices, made an important 
contribution to overaU price stability. 
Last year saw a marked change attrib
utable chiefly to sharply higher prices 
for livestock and meat. On an overall 
basis, prices at all levels of production 
and distribution rose rapidly during 
the first half of 1965, In general, 
prices changed relatively little dmring 
the sumnier and fall months. 

Wholesale market prices for farm 
products rose nearly 8 percent, sea
sonally adjusted, from December 1964 
to June 1965. From June to Novem
ber, there was little further net change, 
but in December, farm prices were again 
moving higher. As chart 22 shows, the 
4K-percent rise in wholesale prices for 
farm products from 1964 to 1965 was 
the largest annual increase since 1958. 
Prices for fruits, vegetables, and grains 
moved lower last year under the in
fluence of record crop production, but 
prices of livestock were one-sixth above 
the 1964 average. In ê arly December, 
prices of hogs in Chicago were at a 
17-year high, nearly double the market 
price a year earlier. 

In the first half of 1965, the rise in 
processed food prices at wholesale mar
kets did not match the increase for farm 
products. Unlike farm product prices, 
however, wholesale food prices contin
ued to move up during the last half of 
1965 as processors adjusted to higher 
raw material costs. For the fuU year, 
the advance from 1964 in wholesale 
food prices—^more than 4 percent— 
nearly equaled that of farm products. 
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Prices paid by consumers for food, at 
both grocery stores and restaurants, 
reflected the rise in wholesale prices. 
From January to July, food-at-home 
prices in the consumer price index rose 
4 percent, seasonally adjusted, chiefly 
as a result of a 10-percent increase in 
the meat, poultry, and fish index. 
With meat prices stabilizing after mid
summer, the index leveled out and 
toward the end of the year declined 
slightly. For the yeai- as a whole, food 
prices were about 2}^ percent above the 
1964 level, as compared with increases 
ranging from 1 to 1)̂  percent in the 
preceding 4 years. 

CHART 24 

Consumer Price Index Advanced to a 
New Peak During 1965 

Rise exceeded increases in other recent years 

1957 39=100 
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1960 61 62 63 64 65 

Food prices rose sharply in first half of 1965 

Nonfood commodity prices showed a 
small advance 
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Rise in service prices continued 
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Data: BLS 

U.S. Department of Commerce, Office of Business Economics 66-1-24 

Nonfood consumer prices mixed 

Consumer prices for commodities 
other than food rose only two-thirds of 
1 percent from 1964 to 1965, the 
smallest increase since 1961. The mid
year reduction in Federal excise taxes 
on automobiles, appliances, and other 
consumer items and price reductions 
for durable goods not associated with 
the tax cut offset increases in apparel 
and fuel. 

In" automobile markets, prices were. 
loT '̂er despite record sales. Last year's 
2}^-percent reduction in new car prices, 
the fourth successive annual decline, 
brought prices of new automobiles 
nearly 5 percent below the 1959 peak. 
Seasonally adjusted data show a definite 
two-stage reduction within the year. 
Prices fell about 2% percent after the 
tax cut and somewhat less in the foiu'th 
quarter. Used car prices (not directly 
influenced by the tax reduction), which 
rose one-fifth from 1960 to 1964, 
declined rather steadily throughout 1965. 
Although average prices for the year 
were down less than 1 percent from 
1964, yearend quotations were about 4 
percent under the figures a year earlier. 
Prices for household durable goods feU 
for the seventh straight year; of the 1 %-
percent decline from 1964, about one-
half was attributable to the tax cut. 

The long upward trend in service 
prices continued last year, with the 
average advance, 2J^ percent, shghtly 
above the annual increases from 1961 
to 1964. Gains were fairly general and, 
as in recent years, were smaller for 
rent than for most other services. 

Financ ia l D e v e l o p m e n t s 

Last year's expansion in economic 
activity was accompanied by a marked 
increase in the pace of credit demands. 
Most of the increase came from corpora
tions, but consumers and State and local 
governments also stepped up their 
borrowing; the Federal Government 
made only minor net demands on money 
and capital markets. The supply of 
funds available to meet the rising need 
for credit accommodation showed in
creasing signs of stringency in the 
second half of the year, and interest 
rates moved moderately higher. Until 

very late i n the year, continued pressiure 
by the Administration had been an 
important influence in keeping bank 
rates on short-term business loans 
relatively stable. I n December, after 
the Federal Eeserve raised the discount 
rate, the rise in interest rates of most 
types accelerated. 

Monetary policy less easy 

Last year, the Federal Eeserve sub
jected bank reserve positions to pressure 
somewhat greater than in 1954. Dur
ing each month of 1965, borrowed 
reserves were substantially higher than 
a year earlier; total bank reserves in
creased $0.8 bilhon, not fast enough 
to support the rise in total bank credit. 
These higher reserves were provided 
by increased bank currency holdings 
and by a record volume of Federal 
Eeserve purchases of U.S. Government 
securities, which were $4 bUlion last 
year as compared with $3% bUHon 
in 1964. 

Credit expansion by commercial 
banks in 1965 reached a record of $26 
bilUon, as compared with $18 billion 
and $21 billion in 1963 and 1964 
respectively. Business loans rose mark
edly above the 1964 pace, $11 billion 
as compared with $6 biUion. The in
crease was particiUarly sharp in the 
first quarter, when inventory accumu
lation was very large and just before the 
voluntary guidelines on foreign lending 
were adopted. The rate of increase in 
business loans slackened in the second 
half to $4% biUion a t an annual rate. 
Banks also increased their lending to 
consumers and their purchases of State 
and local government securities, but 
real estate lending was Httle changed. 

With reserve positions somewhat 
tighter and loan demands heavy, bank 
holdings of U.S. Government securities 
declined very sharply in 1965; they 
dropped $4 biUion as compared with 
less than $1 biUion ia 1964. The decline 
bottomed out at the end of the third 
quarter, and holdings of Governments 
rose slightly in the last quarter. These 
increases in bank assets were matched 
on the Uability side by a $23 M biUion 
increase in deposits. Demand de
posits were up $5 biUion as compared 
with a gain of $4M bUlion in 1964. 
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Time deposits rose more sharply, $20K 
biUion as against $15 biUion in 1964, 
and Government deposits dechned. 
Since reserve requirements are lower 
for time deposits than for demand 
deposits, this sharp rise contributed to 
an expansion in bank credit. 

Corporate investment higher 

A sharp rise in the investment and 
working capital requirements of non-
financial corporations outstripped a 
substantial increase in their internal 
funds last year. Consequently, cor
porations stepped up their external 
financing and reduced their holdiags of 
liquid assets. 

Fixed investment expenditures by 
nonfinancial corporations in 1965 were 
more than $9 biUion above the 1964 
total. Corporate inventories rose $6 
biUion in 1965 as compared with an 
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iacrease of $02 biUion in 1964. The 
peak in accumulation was reached in 
the first quarter, after which inventory 
investment tapered off. 

Direct investment abroad by cor
porations in the first three quarters of 
1965 was $3Ĵ  biUion as compared with 
$2K biUion in aU of 1964. The greatest 
part of the increase occurred in the 
first half of 1965; the reduction in 
these outlays as the year progressed 
reflected the efforts of firms to cooperate 
in the program to improve the balance 
of payments. 

Before-tax profits of nonfinancial 
corporations rose 15^ percent above 
1964 to $62 biUion; the reduction in 
Federal taxes contributed to a relatively 
greater increase in after-tax profits. 
Since dividend payments did not keep 
pace with the increase in earnings, 
undistributed profits rose $0 billion 

CHART 25 

Interest Rates 

Long-term rates moved up, mainly in the latter part of 1965 
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or 28 percent over the previous year. 
Net cash flow—the sum of undistributed 
profits and capital consumption aUow
ances—^increased $Q}i bUlion in 1965 as 
compared with a $5 biUion advance in 
1964. 

With internal funds risiag less than 
investment and working capital needs, 
new bank loans increased $6 billion 
from 1964 to 1965. Bond issues rose 
to $6% biUion as compared with $4 
biUion in 1964. Eetirements of stock 
issues about equaled new flotations, in 
contrast to a net issue of $1K biUion 
in 1964. 

In 1965, liquid assets decUned at 
about the same rate as in 1964. Within 
this total, U.S. Government securities, 
demand deposits, and currency de
creased, and time deposits rose. 

Consumer debts and assets up 

Mortgage financing by consumers in 
1965 was little different from 1964 be
cause of the comparative stability in 
single-fanuly home construction. How
ever, the sharp rise in purchases of 
consumer durable goods was accom
panied by a large increase in the use 
of credit. Consumer instaUment credit 
outstanding increased $7^ biUion in 
1965, after an accretion of $5% biUion 
in 1964. AutomobUe paper accovmted 
for almost half of the 1965 advance. 

In the fourth quarter of 1965, the 
ratio of installment debt to disposable 
personal income stood at 13.7 percent, 
as compared with 12.9 percent a year 
earUer. Nevertheless, the most recent 
ratio did not appear high when gauged 
by postwar trends. The ratio has risen 
throughout the postwar period, as 
households and iadividuals have made 
increased use of credit to finance their 
purchases and as average loan matu
rities have lengthened. 

Consumers' investment preferences 
in 1965 featured increased emphasis on 
bank time deposits and less on savings 
and loan shares. Consumers stepped 
up their investment in mutual funds, 
about in line with the increase in total 
stock market purchases, but decreased 
their holdings of other types of stocks. 

Government borrowing down 
The improvement in the fiscal posi

tion of the Federal Government in 1965 
was reflected in a reduction in Govern
ment borrowing. Last year, net bor-
rowiag by the Federal Government 
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totaled a Uttle over $1 biUion, in con
trast to $6 biUion a year earher. 
Within 1965, however, movements in 
Federal borrowing did not match the 
•wide swings in the Federal fiscal posi
tion. During the first half, when the 
Government ran a substantial surplus, 
its cash balances were built up. These 
were permitted to run down in the 
second half as Federal expenditures 
exceeded receipts. 

State and local governments increased 
their borrowing moderately, from $10Ĵ  
billion in 1964 to $11 biUion in 1965. 

Interest rates rise 
Over most of the expansion that 

started in early 1961, short-term inter
est rates moved irregularly higher while 
long-term rates were roughly stable. 
Monetary pohcy encouraged a rise in 
short-term rates in order to dampen the 
outflow of capital abroad but was 
oriented toward stable long-term rates 
in order to facUitate domestic economic 
expansion. The fact that corporate 
internal funds rose more rapidly than 
investment requirements was also im
portant in fostering stabiUty in long-
term borrowing costs. 

In 1965, the monetary authorities 
shifted somewhat from a pohcy of ease, 
and the rise in corporate investment 
requirements started to outstrip the 
increase in internal funds. Interest 
rates began to edge up, mainly in the 
latter part of the year. On December 
6, the Federal Eeserve raised-the dis
count rate from 4 to A% percent and 
increased the maximum rate on time 
deposits having a maturity of 30 days 
or more to 5% percent. 

-Short-term rates and long-term yields 
moved sharply upward throughout 
December. For the month as a whole, 
prime commercial paper moved 48 
basis points above the December 1964 
rate of 4.17 percent. Over the same 
period, new 3-month Treasury issues 
rose from 3.86 percent to 4.37 percent, 
and yields on long-term Government 
bonds rose from 4.14 percent to 4.43 
percent. 

Production Expansion 
(Continued from page 16) 

Comparison with 1953-60 

When growth rates from 1960 to 
1965 are compared with those for the 

two periods from 1953 to I960, it is 
clear that differences are most pro
nounced for consumer durables, pro
ducers' durable equipment, and Federal 
Government expenditures. The rate 
for consumer expenditures other than 
durables was moderately higher, but 
the rate for State and local govermnent 
purchases was somewhat lower. 

These shifts in markets underhe the 
changes in output by type of product. 
Dmable goods output, with a gro-wth 
rate of 6% percent since 1960, has 
increased far more rapidly than it did 
from 1953 to 195.7 or from 1957 to 1960. 
As compared with the 1953-60 period, 
average growth rates since 1960 have 
accelerated for each of the other three 
types of products, but not as much as 
in the case of durable output. The 
differences over the two periods are 
least for service output and greatest for 
structures. 

Balance of Payments 
(Continued from, page 18) 

of 1965, began to rise because of in
creased expenditures in Southeast Asia. 
Increased mihtary sales offset much of 
the rise in expenditures. 

U.S. Government grants and capital 
outflow, net of repayments, remained 
close to the $3.6 bilhon level of the 
preceding 2 years. The smaU advance 
in outflow in 1965 was offset by in
creased repayments, which included a 
large advance repayment by France in 
the third quarter. 

Private Capital Outflows 

The substantial dechne in U.S. 
private capital outflow in 1965 was 
primarUy responsible for the improved 
balance-of-payments position of the 
United States. Through September, 
the outflow was reduced to $3.6 biUion 
at an annual rate, weU below the 1963 
and 1964 levels of $4.5 and $6.5 biUion 
respectively. 

PrincipaUy through large net Uqui-
dations in the second quarter, bank 
loans shifted from an increase of $2.5 
bilUon in 1964 to a decrease of over 
$0.1 biUion (after seasonal adjustment) 
in the 9-month period through Septem
ber 1965. Bank credits abroad re
mained well -withia the guideline of a 

$0.5 biUion iacrease suggested for the 
fuU year 1965. 

Nearly $0.5 biUion in funds invested 
abroad by nonbank corporations were 
repatriated in the first 9 months of 1965. 
This contrasts with the extraordinary 
outflow of over $0.9 biUion in all of 
1964 and represents a $1.4 biUion im
provement over the period. The Uqui
dation occurred largely in the first two 
quarters of the year. 

U.S. direct investments abroad were 
exceptionaUy high in the first half of 
the year before investment plans could 
be changed in response to the Presi
dent's program. Although direct in
vestments declined sharply in the third 
quarter, the 1965 total 'wUl probably 
be substantiaUy higher than the 1964 
level of $2.4 bUhon. 

Through September 1965, purchases 
of new issues of foreign securities 
amoimted to $0.9 biUion, seasonaUy 
adjusted, as compared with $1.1 bU
Uon for aU of 1964. The 1965 pur
chases included a $160 mUUion issue by 
the International Bank, the proceeds 
from which were placed in long-term 
time deposits so that they did not im
mediately affect Uquid liabihties. Most 
of the other new issues were Canadian. 
Since the introduction of the Interest 
Equalization Tax in July 1963, there 
have been few issues sold here by coim
tries subject to the tax, but ui the first 
three quarters of 1965, the amount in
volved rose to more than $100 miUion. 

Other Major T r a n s a c t i o n s 

U.S. receipts from income on invest
ment continued the strong upward 
trend of recent years. The increase in 
income on investment in 1965 may have 
refiected, in addition to the expanded 
level of direct investment abroad, the 
reduction in the U.S. corporate income 
tax rate, changes in the German tax 
system, and, early in the year, some 
concern about the balance of payments 
situation of the United Kingdom. 

A major change in foreign long-term 
investment in the United States re
sulted from large net sales by foreigners 
of U.S. corporate securities in the 
second and third quarters, reflecting 
in part conversions by the British 
Government. Total net sales amounted 
to nearly $0.5 biUion in 1965, as com
pared with $0.1 biUion in 1964 and with 
net purchases of $0.3 bUlion in 1963. 


